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ANSWERING THE ADMINISTRATION’S CALL
FOR POSTAL REFORM—PART I

WEDNESDAY, JANUARY 28, 2004

HOUSE OF REPRESENTATIVES,
SPECIAL PANEL ON POSTAL REFORM AND OVERSIGHT,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The special panel met, pursuant to notice, at 2 p.m., in room
2154, Rayburn House Office Building, Hon. John M. McHugh
(chairman of the special panel) presiding.

Present: Representatives McHugh, Burton, Schrock, Miller, Mur-
%llly, Blackburn, Davis of Illinois, Owens, Towns, Maloney and

ay.

Also present: Representatives Shays, Waxman and Tierney.

Staff present: Robert Taub, counsel; John Callender, senior coun-
sel; Drew Crockett, deputy communications director; Teresa Austin,
chief clerk; Brien Beattie, deputy clerk; Michael Layman, profes-
sional staff member; Phil Barnett, minority staff director/chief
counsel; Kristin Amerling, minority deputy chief counsel; Karen
Lightfoot, minority senior policy advisor and communications direc-
tor; Anna Laitin, minority communications and policy assistant; Al-
thea Gregory, minority counsel; David McMillen, Denise Wilson,
and Andrew Su, minority professional staff members; Earley
Green, minority chief clerk; and Cecelia Morton, minority office
manager.

Mr. McHUGH. Now here’s something I haven’t done. The Postal
hearing will come to order. It’s been about, I don’t know, a few
months. I feel very Freddy Kruegerish. You've seen those Night-
mare on Elm Street movies. They always bury him at the end, but
we manage to rise for another version, and you are part of it. So
thank you for being here.

I also want to, before I begin, thank the full committee chairman
and the ranking member, Mr. Tom Davis and Mr. Waxman, the
gentleman from Virginia, for allowing those of us who have had no
small interest in this question of postal reform to continue under
the auspices of this specially-constructed panel.

And, of course, we have Mr. Davis, Danny Davis, my good friend
from the great State of Illinois, who has been such a partner in this
process, still on board and still pushing the issue; and to my left,
your right, which is where he ought to be and should be to people’s
right, former chairman of the full committee, who was an absolute
stalwart in postal reform and put his personal interest and his per-
sonal integrity on the line and asked to serve on this panel. So,
Dan, thank you so much for being here.

o))
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I certainly want to welcome all of you back. I make light of the
fact that in spite of the smart money to the contrary, we engaged
in this issue again, but I think it underscores the fact that the mis-
sion we took up, while I think we did a lot of good work, remains
unsolved. And as we look at our panel here today, really an excel-
lent panel of witnesses to kick off what will be the first of three
hearings that we are formally entitling “Answering the Administra-
tion’s Call for Postal Reform,” I think we have yet another oppor-
tunity. And let me, with that, extend a formal welcome to our
panel members: Brian Roseboro, who is Acting Under Secretary at
the Department of Treasury, here to talk about the administra-
tion’s call for reform. And he has been joined by the chairman of
the Postal Service’s Board of Governors, our dear friend David
Fineman; the very distinguished Postmaster General of the United
States, Jack Potter; and the Postal Rate Commission chairman, no
stranger to this room, to this Congress, to this Hill, George Omas;
and one of the stalwarts of not just postal reform, but so many
issues that transpire here on Capitol Hill, the Comptroller General
of the United States, David Walker. Gentlemen, thank you all so
much for being here; we appreciate it.

Before we hear from those witnesses, I would like to stress per-
haps the obvious to those in this room, and that is the gravity of
the matter that faces us today. The Postal Service, as I have said
many, many times before, is a critical nature and critical thread in
the fabric of this country. It’s a nearly $900 billion industry. It em-
ploys in its total some 9 million workers nationwide and represents
more than 8 percent of the gross domestic product of our Nation.
Our Postal Service is in trouble and requires reform legislation to
prevent a meltdown, and indeed there is good reason, in my opin-
ion, why this administration—George W. Bush’s is the first admin-
istration since President Nixon’s to call on Congress to modernize
our Nation’s postal laws. And I remain hopeful, as I did some 8
years ago when we began this process, that as in 1970, Congress
will once again in 2004 answer the President’s charge.

My longstanding belief that I think is reflected by the Presi-
dential Commission on the Postal Service’s findings is that the
Postal Service itself, the administration and the GAO all hold the
opinion that universal service as we know it is at risk and, simply
put, that reform is needed to minimize the danger of a significant
taxpayer bailout or, on the converse, may substitute a dramatic
postal increase. The Congress provided a bit of financial breathing
room for the Postal Service last year when we reduced its payment
for pension obligations, but the fundamental problems remain un-
changed, and, as the President’s Commission found, the Postal
Service’s current business model is not sustainable going into the
21st century.

Our witness testimony will make the case quite clear, I believe,
but let’s review some of the larger problems. First of all, under the
heading of major financial liabilities and obligations, the Postal
Service still faces about $90 billion in liabilities and obligations de-
spite the passage of that pension legislation last year. Declining
mail volume: In a historical first for the Postal Service, total mail
volume declined last year for the third year in a row. Another un-
settling milestone was achieved as first class mail volume declined
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by 3.2 percent in 2003 and is projected to decline annually for the
foreseeable future, and this is a very serious problem because first
class mail is the bread and butter of the Postal Service, paying for
more than two-thirds of its institutional costs. Under revenues, the
Postal Service revenues are budgeted for zero growth in 2004,
which would be the first year since postal reorganization in 1970
that postal revenues have failed to increase. However, even the
zero growth target will be challenging. In the absence of revenue
generated by increasing volume, the Postal Service must rely even
more on rate increases. Indeed, if it weren’t for the postal pension
legislation of last year, ratepayers would likely be facing yet an-
other double-digit increase in rates at the present time. And these
are just the highlights of the problems, which unfortunately go on
and on: changes in the mail mix, increased competition from pri-
vate delivery companies, declining capital investment, insufficient
increases in postal productivity, uncertain funding for emergency
preparedness, and major challenges to continue cost-cutting.

While the problems are, without question, in my opinion, dire,
the President’s Commission and the President’s subsequent articu-
lation of principles for legislative change, I think, show us a path
to some solutions. Fortunately, we have a very strong bipartisan
basis upon which to proceed, including if I might define as a well-
refined bill that we put together in last year’s Congress, again on
a bipartisan basis, largely under the leadership of Mr. Burton, the
former chairman, and the ranking member, Mr. Waxman. The
Postal Service is too important an institution to our economy to
await the full brunt of the crisis that is clearly upon our doorstep,
and as a resident of rural America, I know only too well the impor-
tance of the Postal Service’s presence and operation in our daily
life. And I look forward to working with my colleagues on that bi-
partisan basis within this committee, within this special panel,
with the collaboration of our witnesses here today to respond to the
President’s call for action. We must preserve universal postal serv-
ices at an affordable, uniform rate, and that is our challenge, and
we can’t fail.

[The prepared statement of Hon. John M. McHugh follows:]



4

OPENING STATEMENT
CONGRESSMAN JOHN M. McHUGH
CHAIRMAN
SPECIAL PANEL ON POSTAL REFORM & OVERSIGHT

28 JANUARY 2004

I welcome today an excellent panel of witnesses to kick off our first in a series of
three hearings entitled, “ Answering the Administration’s Call for Postal Reform.” Brian
Roseboro, Acting Under Secretary at the Department of Treasury is with us to explain the
Administration’s call for reform, and he is joined by the Chairman of the Postal Service’s
Board of Governors David Fineman, the Postmaster General Jack Potter, the Postal Rate

Commission Chairman George Omas, and the Comptroller General David Walker.

Before we hear from our witnesses, however, I think it is important to stress the
gravity and importance of the matter that faces us today. The Postal Service is the center
of a nearly $9 billion industry, employing 9 million workers nationwide, and representing
more than 8 percent of the Gross Domestic Product. Our Postal Service is in trouble and
requires reform legislation to prevent a meltdown. Indeed, there is a good reason why
this is the first Administration since President Nixon’s to call on Congress to modernize
our nation’s postal laws. 1remain hopeful that as Congress did in 1970, we too in 2004

will answer the President’s charge.

My longstanding belief, shared by the Presidential Commission on the U.S. Postal
Service, the Postal Service itself, the Administration, and the GAO is that universal postal
service is at risk and that reform is needed to minimize the danger of a significant
taxpayer bailout or dramatic postal rate increases. The Congress provided a bit of
financial breathing room for the Postal Service last "‘year<when we reduced its payments
for pension obligations. But the fundamental problems remain unchanged: as the
President’s Commission found, the Postal Service'’s current business model is not

sustainable going into the 21* Century.
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Our witnesses’ testimony will make the case quite clear, but let’s review some of

the bigger problems:

s Major financial liabilities and obligations:

The Postal Service still faces about $90 billion in liabilities and obligations despite the

passage the pension bill last year.

» Declining mail volume:

In a historical first for the Postal Service, total mail volume declined last year for the
third year in a row. Another unsettling milestone was achieved as First-Class mail
volume declined by a record 3.2 percent in 2003 and is projected to decline annually for
the foreseeable future. This is a very serious problem because First-Class mail is the
bread and butter of the Postal Service, paying for more than two-thirds of its institutional

costs.

¢ Anemic Revenue:

The Postal Service’s revenues are budgeted for zero growth in 2004, which would be the
first year since postal reorganization in 1970 that postal revenues have failed to increase.
However, even the zero-growth target will be challenging; in the absence of revenue
generated by increasing volume, the Service must rely even more on rate increases.
Indeed, if it weren’t for the postal pension legislation of last year, ratepayers would likely

be facing yet another double-digit increase in rates.

And these are just the highlights of the problems, which go on and on and on:
changes in the mail mix, increased competition from private delivery companies,
declining capital investment, insufficient increases in postal productivity, uncertain

funding for emergency preparedness, and major challenges to continued cost cutting.
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While the problems are dire, the President’s Commission and his subsequent
articulation of principles for legislative change show us the path to some solutions.
Fortunately, we have a strong bipartisan basis upon which to proceed, including the well-

refined bill that we put together in the last Congress.

The Postal Service is too important an institution to our economy to await the full
brunt of the crisis that is clearly upon our doorstep. As a resident of rural America, [
know only too well the importance of the Postal Service’s presence and operation in our
daily life. Ilook forward to continuing the bipartisan work with my colleagues in the
Committee, with the collaboration of our witnesses today, to respond to the President’s
call for action. We must preserve universal postal services. That is our challenge and we

cannot fail.
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Mr. MCHUGH. And again, with a word of thanks to all of our wit-
nesses, I would be happy to yield to the ranking member, Mr.
1’Ii)avis, who has joined us here, for any opening comments he might

ave.

Mr. Davis oF ILLiNois. Thank you very much, Mr. Chairman,
and I’'m pleased to join you in opening this hearing and in welcom-
ing our witnesses and postal stakeholders.

Before I begin my remarks, I'd like to commend Chairman Tom
Davis, and Ranking Member Henry Waxman as well as yourself for
the interest and willingness to work together in a bipartisan man-
ner that all of you have shown. We began the 108th Congress on
a very positive and productive note. We passed and subsequently
enacted into law legislation correcting the calculation of postal pay-
ments to the Civil Service Retirement System. As consumers and
members of the postal mailing community know, this change in
postal pension law allowed the Postal Service to reduce its out-
standing debt and hold postage rates steady until 2006. The Postal
Service received a financial break and so did the public.

As we begin the second session of the 108th Congress, we have
additional work to do. First, because we created an escrow account
in the postal pension law, the Postal Service must provide us a
workable plan on its capital investments for productivity gains and
cost-saving initiatives. We are expecting additional planning infor-
mation in this area by the end of the month. This effort on behalf
of the Postal Service to provide us with greater detail is critical if
we are to address the escrow requirement as part of postal reform
legislation. As for postal reform efforts, we are moving at a positive
pace, picking up on a much more positive note than where we left
off in the 107th Congress. Using your postal reform bill, H.R. 4970,
as a starting point, we are working on establishing a strong foun-
dation for reform. To date our staffs have met with several postal
stakeholders to solicit their recommendations for positive changes.
In addition to the recommendations submitted by the President’s
Commission on the Postal Service in July 2003, the administra-
tion’s principles for postal reform are critical to the process. The
Senate, too, is engaged. Senator Susan Collins, Chair of the Senate
Governmental Affairs Committee, began holding hearings last year
on recommendations of the Presidential Commission on the Postal
Service. Additional hearings will be held next week. To put it suc-
cinctly, we are on a mission and working together to achieve a com-
mon goal; that is, changing the laws governing the Postal Service
so that it is fully prepared and capable of thriving in the 21st cen-
tury.

Mr. Chairman, again, I would like to acknowledge the hard work
of those in the postal mailing community, postal labor unions, non-
profits, mailers, postmasters, printers and consolidators, news-
papers, banks, credit card companies, greeting card companies,
magazines, catalog merchandisers, and a host of others. Their con-
tinued support and input is important as all of us work coopera-
tively to strengthen the Postal Service. I thank you very much and
yield back the balance of my time.

Mr. McHUGH. I thank the gentleman not just for his comments
and his presence here today, but for his hard work and for his de-
votion to this issue.
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Next, as I mentioned, someone to whom we all owe a debt of
gratitude for his leadership, for his commitment on this issue, par-
ticularly during his time, 6 years, as chairman, the gentleman from
Indiana, the Honorable Dan Burton. Dan.

Mr. BURTON. Thank you Mr. Chairman. First of all, I want to
thank you for all the hard work you've put forth on this effort over
the last 6 or 7 years. I don’t think anybody’s more knowledgeable
about the problem than Chairman McHugh, and I really appreciate
his hard work. When I was chairman, he was the point person on
this issue, and we worked very hard for a long time to get a postal
reform bill passed. We worked with the Postmaster and a number
of you other folks to get the job done. Unfortunately, there were a
number of different interests that had differing views and it ended
up we tried to get the bill passed, and we couldn’t. But now we'’re
facing a much more difficult situation than we faced even then in
that, according to the President’s Commission on Postal Service,
they are estimating the unfunded postal obligations at $90 billion.
Qnd when you say meltdown, Mr. Chairman, boy, you’re not kid-

ing.

Something has to be done, and I don’t know how we are going
to get the various entities to see eye to eye on a final bill, but some-
how it’s got to be done because a meltdown is inevitable. And we
add to that the fact that more and more businesses and industry
are going to e-mails and faxes, thus taking away an awful lot of
revenue from the Postal Service. It only complicates the problem
further.

So this is a very, very difficult problem. I don’t envy you your po-
sition as chairman and trying to come up with legislation that will
meet everybody’s views, but it is something that I think has to be
done. Otherwise we are going to have another huge government
bailout, and it won’t be a one-time thing.

And so this is a major problem, and I hope all of the people on
the panel—I know they will—I know all the people on the panel
and the people in the interested industries will work together to try
to help us draft a bill that we can get passed through the Congress
that will preserve the postal system, make it more workable, and
thus not face a huge taxpayer bailout now and in the future.

And with that, Mr. Chairman, thank you very much.

Mr. McHUGH. I thank the gentleman, and thank him again for
his interest and participation.

I don’t want to presume the order of speaking and the normal
rules as to my friends on this side. I was going to offer the oppor-
tunity to the ranking member of the committee to speak, but he’s
graciously deferred to his colleagues who were in attendance first.
So I am happy to yield to a fellow New Yorker, the gentleman from
New York, of course, Ed Towns.

Mr. Towns. Thank you very much, Mr. Chairman. Let me thank
Ranking Member Waxman, of course Chairman Davis, and also
you, Mr. Chairman, for all the work you’ve done on this issue and
also for holding this hearing on reforming the U.S. Postal Service.

This is likely one of the most important series of hearings our
committee will hold this year. Our decision will also affect the jobs
of thousands of workers in the Postal Service and millions more
connected to it, and that is something that we should never, never
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forget. While there may be significant disagreement over the rec-
ommendations made by the President’s Commission, I think it is
critical that we all agree and recognize that some change needs to
be made.

The Postal Service is on a course that is economically
unsustainable. Each year the Postal Service adds 1.7 million new
homes, businesses or other new delivery points; however, at the
same time, volume has been declining for 3 straight years. While
some of that decrease is due to the recent economic recession and
the anthrax incidents, a portion of the decline in mail volume is
due to structural changes that are only going to become more pro-
nounced. I'm talking about e-mail, fax transmission, cell phones
without distance charges have become substitutes for written cor-
respondence. The Internet is also becoming an increasingly popular
alternative for financial billing and payment. As residents and com-
panies continue to take advantage of electronic options to commu-
nicate or make transactions, mail volume will drop. Overall, the
Postal Service has lost $2.3 billion, that’s “B” as in boy, in the last
3 years. We have bought some time by passing the Civil Service
Retirement System Funding Act, which saved more than $6 billion
for the last 2 years, but we cannot allow this breathing room to
deter us from making important but tough decisions. Usually, a cri-
sis needs to be at hand to make such choices. I hope we do not wait
that long on this one.

Finally, Mr. Chairman, I would like to make one last point about
the Commission’s recommendations, which I think is critical. As we
review the difficult choices ahead, I believe that the recommenda-
tion to preserve the Postal Service as an entity of the Federal Gov-
ernment that continues to provide universal service is of utmost
importance and should be a lens through which we view possible
solutions. The Commission said that privatization of the Postal
Service was too risky and could disrupt universal service, so I
think it is critical to remember as we consider possible changes to
the institution that the Postal Service is not a private company,
but an institution that holds a place of special public trust, and I
think that’s the thing that we need to keep in mind as we continue
to deliberate. On that note I yield back.

Mr. McHUGH. I thank the gentleman for his comments and for
his obvious interest in this issue.

Just as a matter of procedure, and as I'm sure the gentleman
from Connecticut is aware, my friend Mr. Shays, the policy is to
allow the members of the panel to speak, and thereafter Members
who are not a member are welcome. And we are thankful that they
have an interest in this issue.

So with that I would be happy to yield to one of the newer mem-
bers of the full committee, not one of the newer members of the
panel because she’s been on it since its beginning, but someone
who has sought out this position, this challenge, and we are very
grateful for that, the gentlelady from Tennessee, Mrs. Blackburn.

Mrs. BLACKBURN. Thank you, Mr. Chairman. I have no opening
statement, but I do have a list of questions, so I will yield back my
time and look forward to the questioning. Thank you, sir.

Mr. McHUGH. Best speech so far, Marsha. I like that very much.
Thank you.



10

Next I am happy to yield to the gentleman from Missouri I be-
lieve is next, Mr. Clay.

Mr. CrAay. Thank you. Thank you for yielding, Mr. Chairman. I
would like to thank you and Ranking Member Waxman for the op-
portunity to participate in this important discussion on congres-
sional postal reform activity. The U.S. Postal Service represents a
mainstay of American culture and commerce. It is almost incon-
ceivable to think that in the future universal service could be di-
minished or that small post offices would be closed.

Reform means change, and the beginning of that change came
last year with the passage of the Civil Service Retirement System
Funding Reform Act of 2003. As a result, the Postal Service experi-
enced some immediate financial relief, particularly in the area of
pension savings funds. However, there are still many challenges
ahead in order to bring the Postal Service up to a healthy financial
position. Hopefully these hearings will bring us closer to under-
standing and accomplishing that goal.

Finally, I would be remiss if I did not mention the fact that I
have a deep concern for the women and men who perform the Post-
al Service function. I want to make it clear that their concerns are
my concerns. That means opposing any changes that would deny
postal employees the right to engage in free collective bargaining.

Mr. Chairman, I look forward to hearing from today’s witnesses
and ask unanimous consent to submit my statement into the
record. Thank you.

Mr. McHUGH. Without objection, so ordered.

[The prepared statement of Hon. Wm. Lacy Clay follows:]
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Statement of the Honorable William Lacy Clay
Before the

Government Reform Committee
Special Panel on Postal Reform and Oversight
Wednesday, January 28, 2004

“Answering the Administration’s Call for Postal Reform -
Part 1”

Thank you for yielding Mr. Chairman, I would like to thank you and
Ranking Member Waxman for the opportunity to participate in this
important discussion on Congressional postal reform activities. The United
States Postal Service represents a main stay of American cultural and
commerce. It is almost inconceivable to think that in the future, universal
service could be diminished or that small post offices would be closed.
Reform means change and the beginning of that change came last year with
the passage of the Civil Service Retirement System Funding Reform Act of
2003, Public Law 108-18. As a result, the Postal Service experienced some
immediate financial relief particularly in the area of pension savings funds.
However, there are still many challenges ahead in order to bring the Postal
Service up to a healthy financial position. Hopefully, these hearings will
bring us closer to understanding and accomplishing that goal.

Finally, I would be remised if I did not mention the fact that I have a deep
concemn for the women and men who perform the Postal Service function. 1
want to make it clear that their concerns are my concerns. That means
opposing any changes that would deny postal employees the right to engage
in free collective bargaining. Mr. Chairman, I look forward to hearing from
today’s witnesses and ask unanimous consent to submit my statement into

the record.
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Mr. McHUGH. I have to ask the gentleman, did your father help
you write that?

Mr. CrAY. No. And he doesn’t work for me.

Mr. McHuGH. I have no doubt you work for him. That’s an awk-
ward way of saying we are honored to have the President—the
presence of former Chair of the Post Office and Civil Service Com-
mittee in the House, Bill Clay, who is also somewhat related to the
gentleman who just spoke. Bill, good to see you. Thanks for being
here.

Next is the gentlelady from New York. Another New Yorker; I
love it. Mrs. Maloney.

Mrs. MALONEY. Thank you, Chairman McHugh. And I really
want to compliment you and Ranking Member Waxman and Danny
Davis because you have really worked relentlessly on postal reform.
And as one who represents upstate New York in many areas, there
are more bears than people, but we have our post offices there, and
we can get our mail up there, and so I know you have a vested in-
terest in making sure that the services are there for the people.

And we are here basically to review the report, the President’s
Commission report on the U.S. Postal Service. And it contained a
number of principles that a number of people concerned about this
support, obviously best practices, transparency, flexibility, collec-
tive bargaining, accountability, and self-financing.

I do want to note the heroic work of postal workers in my district
that I'm honored to represent during the terrible anthrax emer-
gency. But we do need to do something because the Postal Service
is facing billions of dollars in debt. They are in billions of dollars
in debt and over the next few years, and the GAO—with them list-
ing it on their high-risk list, postal reform is one of the most press-
ing issues we will address this year, and it will literally affect all
of our constituents.

I also, in addition to representing many postal workers, I rep-
resent much of the magazine industry. I represent Madison Ave-
nue, and the magazine industry is enormously important both for
the economy of New York and really, I would say, the economy of
our country in general, and magazines and mailers are an essential
part of our culture; they educate us, they entertain us, they are a
part of our life. But I want to note that high costs have forced
many magazines that I represent out of business in the last 2
years, including Mademoiselle, Mode, Brill’s Content, and the In-
dustry Standard, to name four, leaving these workers without jobs
and really affecting our economy. So at a time when millions of
Americans are out of work, we should protect the jobs of everyone
who relies on the Postal Service for their employment.

We need postal rates that are as low as possible, and I under-
stand the importance of keeping rates affordable so that publishers,
individuals and industries can continue to use the Postal Service.
Any postal reform must take a balanced approach that considers
the needs of everyone who depends on the Postal Service. All cus-
tomers deserve the best service possible, and while the Postal Serv-
ice continues to face stiff competition from e-mail, fax, the Internet,
private delivery services, we need a mail system that reaches every
household across the Nation, whether an apartment building in
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New York or a remote farmhouse in upstate New York or in some
other rural area.

Today we have the opportunity to review the Commission’s rec-
ommendations and to look at the details included in the report. As
they say, the devil is always in the details, and I look forward to
the testimony. And I would like to know if there are any rec-
ommendations from those that are testifying today in support or in
opposition to the assessments or the recommendations that have
come forward and what steps the panelists feel are necessary to
achieve true postal reform.

Again, I thank Danny Davis, who heads the Postal Caucus on
the Democratic side and, of course, Mr. Waxman, and my colleague
from the great State of New York, our chairman. Thank you.

Mr. McHUGH. Thank the gentlelady.

[The prepared statement of Hon. Carolyn B. Maloney follows:]
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Prepared Statement of Congresswoman Carolyn B. Maloney
of New York

before the Special Panel on Postal Reform and Oversight
January 28, 2004
Thank you, Mr. Chairman and Ranking Member Davis for holding this important hearing.

We are here today to discuss the recommendations included in the Report of the President’s
Commission on the United States Postal Service. The Report contains five principles including
the implementation of best practices, transparency, flexibility, accountability, and self-financing.

As we all know, the mailing industry is tremendously important to our economy.

With the Postal Service facing billions of dollars in debt over the next few years and GAO listing
it on their “high risk” list, postal reform is one of the most pressing issues we will address this
year,

Last year, we passed bipartisan legislation that reduced the Postal Service’s contributions to the
Civil Service Retirement and Disability Fund after it was determined that it had been making
overpayments. This reform was expected to help the Postal Service reduce its debt to the
Treasury by approximately $3 billion each year and to keep postal rates stable until 2006.

1 represent much of the magazine industry, which is enormously important both for the economy
of New York and many other areas. Magazines are an essential part of our culture. They educate
us, and they entertain us. However, high costs have forced many magazines out of business
including Mademoiselle, Mode, Brill's Content, and Industry Standard, leaving these workers
without jobs. At a time when millions of Americans are out of work, we should protect the jobs
of everyone who relies on the Postal Service for their employment.

We need postal rates that are as low as possible. I understand the importance of keeping rates
affordable so that publishers, individuals, and industries can continue to use the Postal Service.
Any postal reform must take a balanced approach that considers the needs of everyone who
depends upon the Postal Service.

All customers deserve the best service possible from the Postal Service. While the Postal Service
continues to face stiff competition from e-mail, fax, the intemet, and private delivery services,
we need a mail sysiem that reaches every household across the nation whether an apartment
building in my district or a remote farmhouse upstate,

Today we have the opportunity to review the Commission’s recommendations and to look at the
details included in the Report. 1look forward to the testimony, and I would like to know from
each witness if there are any recommendations that he supports or opposes, so that we will get
into the record an accurate assessment of both the Commission’s work and the steps that must be

taken to achieve true postal reform.

Thank you.
#H
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Mr. McHUGH. The last member on the panel is here to speak,
the ranking member of the full committee and someone who, al-
though he wasn’t here, I want to again compliment for his under-
standing, his dedication to this reform initiative, the gentleman
from California, Mr. Waxman.

Mr. WAXMAN. Thank you very much, Mr. Chairman. I am
pleased we are having this hearing today, and I am also pleased
that we are starting off the issue of postal reform in a cooperative
and bipartisan manner since we are addressing these issues with
a starting point of looking at last year’s Postal Civil Service Retire-
ment System Funding Reform Act as a model for working together,
and I look forward to continuing that cooperative approach.

The Postal Service has long operated under a set of laws written
in 1970, and they have not been adapted to the changing delivery
environment, and the effects are showing. Over the past few years
the Postal Service has been facing an increasing financial crisis
and was approaching its debt ceiling. Fortunately we did pass that
bill last year which provided some immediate financial relief to the
Postal Service, but this law was not a comprehensive postal reform.
Today as we begin this series of hearings on the need for postal re-
form legislation, we need to sort through what is a vital and com-
plex subject, and I think we have the best opportunity that we've
had in years to a resolve some of these issues and put the Postal
Service on a sound footing for the future.

I would like to highlight two important financial issues confront-
ing the Postal Service. First, the pension law we passed last year
changed the entity responsible for paying for the pensions or the
cost of retirement benefits related to military service, shifting the
responsibility from the Department of the Treasury to the Postal
Service. The measure also required proposals from the Postal Serv-
ice and the administration regarding the long-term treatment of
such military costs. I agree with the Postal Service that these costs
should be returned to the Treasury. Doing so would both relieve
the Postal Service of an unnecessary burden and give the Postal
Service a source of funds to deal with its unfunded health care li-
abilities.

The second unresolved financial issue is the escrow account cre-
ated for savings resulting from the postal pension law for fiscal
years after 2005. The account cannot be used by the Postal Service
until Congress has reviewed and approved the Service’s plan for
using the savings. While the recent proposal set forth by the Postal
Service contained valuable ideas, we are not satisfied with the
Postal Service’s explanation of its plans and have asked for more
details. I do not want to leave the escrow account in place, but I
need to see that the Postal Service has thought through the best
use of those savings. At the very least, the Postal Service needs to
demonstrate that it has a workable plan to fund the key capital in-
vestments needed to ensure its long-term viability.

I look forward to working with my colleagues. I particularly want
to single out the chairman of this subcommittee Mr. McHugh, and
our ranking Democrat, Mr. Davis, and the chairman of our full
committee, Congressman Davis, as well. We need to think through
and address the postal reform issues to give the Postal Service the
tools it needs to serve the Nation into the 21st century. And I
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thank the witnesses that are here today, I look forward to their
testimony.

Mr. McHUGH. I thank the gentleman again for his leadership
and hard work and devotion to this issue.

[The prepared statement of Hon. Henry A. Waxman follows:]
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Statement of Rep. Henry A. Waxman
Ranking Minority Member
Committee on Government Reforms
Hearing on
Special Panel on Postal Reform and Oversight
“Answering the Administration’s Call for Postal Reform—Part I”
January 28, 2004
1 am pleased that we are having this hearing today. I want to thank
my colleagues, Chairman Tom Davis and Representatives Danny Davis
and John McHugh for their hard work on postal reform. This committee
had a very positive bipartisan start to addressing postal issues with last
year’s Postal Civil Service Retirement System Funding Reform Act. 1

ook forward to continuing that cooperative work as we address

comprehensive reform legislation.

The Postal Service has long operated under a set of laws written in
1970 that have not been adapted to the changing delivery environment.
And the effects are showing. Over the past few years, the Postal Service
has been facing an increasing financial crisis and was approaching its

debt ceiling.

Fortunately, the postal pension law enacted last year provided
some immediate financial relief to the Postal Service. But this law was

not comprehensive postal reform.
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Today, we will begin a series of hearings on the need for postal
reform legislation. This is a vital, but complex subject. I believe that we
have our best opportunity in years to address resolve this issue and put

the Postal Service on a sound footing for the future.

I would like to highlight two important financial issues confronting
the Postal Service. First, the pension law we passed last year changed
the entity responsible for paying the costs of retirement benefits related
to military service, shifting the responsibility from the Department of the
Treasury to the Postal Service. The measure also required proposals
from the Postal Service and the Administration regarding the long term
treatment of such military costs. I agree with the Postal Service that
these costs should be returned to Treasury. Doing so would both relicve
the Postal Service of an unnecessary burden and give the Postal Service

a source of funds to deal with its unfunded health care liabilities.

The second unresolved financial issue is the escrow account
created for savings resulting from the postal pension law for fiscal years
after 2005. The account cannot be used by the Postal Service until
Congress has reviewed and approved the Service’s plan for using the
savings. While the recent proposals set forth by the Postal Service

contain valuable ideas, we were not satisfied with the Postal Service’s

2



19

explanation of its plans and have asked for more details. I do not want
to leave the escrow account in place, but I need to see that the Postal
Service has thought through the best use of the savings. At the very
least, the Postal Service needs to demonstrate that is has a workable plan
to fund the key capital investments needed to ensure its long-term

viability.

1 1ook forward to working with my colleagues to address these and
other postal reform issues to give the Postal Service the tools it needs to
serve the nation into the 21 century. I thank the witnesses for being

here today.
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Mr. McHUGH. Seeing no other members of the panel here, I'd be
happy to yield to one of the senior members of the full committee,
a subcommittee chairman, and someone who over the years has ex-
pressed a great deal of interest in this issue, even though he has
not been legislatively directly involved, the gentleman from Con-
necticut, Mr. Shays, if he would care to make any comments.

Mr. SHAYS. Thank you, Chairman McHugh. A very short state-
ment to say I am here in part to just support your effort because
I think you have been a rock in a very difficult circumstance, and
to thank your ranking member, Mr. Davis, for being such a won-
derful partner.

The Postal Service is a public and very critical infrastructure of
the United States. A reformed Postal Service needs to be immune
from not just anthrax contamination but from fiscal suffocation in
a very competitive marketplace. And I just know that you have the
full support of the chairman of this committee in your efforts and
I think that this is the year we get something done and it is very
exciting to see your work finally pay off. Thank you, Mr. Chairman.

Mr. McHUGH. I thank the gentleman.

I no sooner said no other panel members were here than the gen-
tleman from Virginia joined us, and I'd be happy to hear from him.

Mr. SCHROCK. Believe it or not, I have no opening statement but
I've got lots of questions.

Mr. McHUGH. I appreciate the gentleman’s being here.

Having said all that, let me first of all say two things—three
things probably. A couple of unanimous consent request:. Gentle-
men, we have your written statements, and without objection, we
would ask that those be entered in their entirety in the record.
Also, note that members on the committee who wish to enter writ-
ten statements, whether those members are here or not—we have
several, like Mrs. Miller, for example, who is on a very important
CODEL to Libya and is still on her way back, who would like to
make a statement—without objection, those too will be entered in
their entirety in the record. And third, as some of the veterans at
the front table know, it is the policy of the committee to swear in
witnesses who appear, so if you gentlemen would please rise.

[Witnesses sworn.]

Mr. McHUGH. The record will reflect that all of the witnesses re-
sponded in the affirmative.

Gentlemen, again, our deepest thanks to you. And let’s get right
to the meat of this hearing. And as I mentioned, we are honored
to have a very distinguished panel. And first I'm pleased to yield
to the honorable Brian Roseboro, who’s Acting Under Secretary of
Domestic Finance for the Department of the Treasury. Mr. Sec-
retary, thank you for being here. As you heard me say, your entire
written statement is entered into the record. If you could summa-
rize to the greatest extent that is possible, that would facilitate
matters, but our attention is yours.

STATEMENT OF BRIAN C. ROSEBORO, ACTING UNDER SEC-
RETARY FOR DOMESTIC FINANCE, DEPARTMENT OF THE
TREASURY

Mr. ROSEBORO. Thank you very much, Chairman McHugh. I'd
like to thank you, Ranking Member Davis and the other distin-
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guished members of the committee. We welcome this opportunity
to testify on comprehensive postal reform today. We as well agree
that, as many of you have already mentioned, the Postal Service
plays a vital role in the commercial life of our Nation; however, the
current business model, we feel, is not sustainable going into the
21st century. It is widely known that electronic diversion of mail
volumes has caused a substantial, and likely irreplaceable, decline
in first class mail. This trend is expected to continue. The Postal
Service ended the latest fiscal year with large on- and off-balance-
sheet liabilities. These liabilities include $7.3 billion of debt owed
to the Treasury, $7.1 billion for future workers’ compensation costs,
$8.7 billion for operating leases, and approximately $60 billion of
unfunded postretirement health care liabilities.

Recognizing this increasing financial vulnerability, President
Bush took a decisive action. In December 2002, the President es-
tablished a bipartisan nonstakeholders commission and tasked it
with completing a comprehensive review of the key postal issues.
The Commission was to articulate an integrated set of rec-
ommendations that would put the Postal Service on the path to-
ward long-term financial viability and operational excellence. The
Commission report is the most important document on postal re-
form in the last 30 years, in our opinion. The administration was
pleased with the comprehensive array of recommendations that the
Commission submitted as outlined in the President’s Executive
Order framing his commission. It considered the components of
business, including revenue and cost. With its 35 recommendations
the report takes us a great distance toward reaching a common
goal; that is, to implement changes that best prepare the Postal
Service to be a sound and efficient provider of services, a quality
employer and a fair competitor long into the 21st century.

While the administration may not agree with every aspect of
each of the 35 recommendations, we encourage congressional lead-
ers to carefully consider how the full range of recommendations for
legislative consideration might be incorporated in meaningful, com-
prehensive postal reform. According to the Commission, 16 of the
35 recommendations do not require any legislative action. The
Commission concluded that the Postal Service could implement
each of these without any undue delay connected with legislative
changes.

I also note that the Postal Service transformation plan of April
2002 and the Commission’s recommendations are not incongruous.
In fact, they are remarkably similar. While I understand that the
Postal Service management is prudent to take time to carefully
analyze proposed changes and implement reform actions in a sound
manner, I take this opportunity to underscore the administration’s
strong support for the Postal Service’s efforts to implement reforms
as expeditiously as possible. As Postmaster General Potter has fre-
quently stated, the transformation plan is a blueprint for positive
change and should remain a guideline for future change. We agree,
and would add the Commission’s recommendations to this list of
action items.

In outlining the circumstances that led to where we are today,
we must add the Civil Service Retirement System [CSRS], Postal
Refunding Reform Act signed into law by the President in April
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2003. As you well know, this act contributed significantly to the fi-
nancial recovery of the Postal Service and is a tribute to the hard
work and dedication of the members of this panel in particular.
Thanks to this legislation, which allowed a transformation of the
Postal Service’s CSRS regime into a calculation mechanism that
matches the Federal Employees Retirement System [FERS], the
Postal Service immediately yielded an estimated $78 billion finan-
cial gain. We believe that this has established the appropriate
funding provisions for CSRS.

Despite this enormous one-time gain, the Postal Service is not
yet out of the woods. Even with the strong leadership of the Post-
master General and the Postal Service Board of Governors’ drive
and ever more competitive organization, more needs to be done.
The principles that the administration would articulate for Postal
Service reform are as follows: Principle 1: To implement best prac-
tices. The administration supports comprehensive reform that en-
sures that the Postal Service’s governing body is equipped to meet
the responsibilities and objectives of a business of this size and
scope. We recognize the hard work the President and past Boards
of Governors as well as postal management and its work force.

Principle 2: Enhanced transparency. In keeping with our desire
to implement best practices, we seek postal reform legislation that
takes steps to ensure that important factual information on the
Postal Service’s operations and performance is accurately measured
and made available to the public.

Principle 3: Provide for greater operating flexibility. In return for
increased transparency and accountability, and given its self-fi-
nancing obligation, the administration believes that the Postal
Service’s governing body and management should have a greater
authority to reduce costs, set rates and adjust key aspects of its
business in order to meet its obligations to customers in a dynamic
marketplace.

Principle 4: Foster greater accountability. Given its existing mo-
nopoly, potentially greater flexibility for operations in this competi-
tive position and some important segments of the delivery market-
place, we urge Congress to enact legislation that ensures that there
is appropriate independent oversight to protect consumer welfare
and universal mail service. We would like to see legislation that
provides the corporate governing body with necessary tools to prop-
erly motivate postal management to achieve key objectives, such as
increasing productivity, enhancing service and improving labor re-
lations.

Principle 5: Ensuring self-financing. The administration is com-
mitted to its desire to see a Postal Service that is financially self-
sufficient, covering all of its obligations. We believe that ratepayers
should be responsible for covering liabilities, including the off-bal-
ance sheet, unfunded liabilities. By doing so the Postal Service re-
mains motivated to operate in a manner that strengthens the fi-
nancial and operational health of the Postal Service.

The administration sees postal reform as an integrated whole. It
is crucial to address all aspects of the Postal Service’s cost and rev-
enue lines, its balance sheet, off-balance sheet components, its cor-
porate governance, its competitors, as well as the taxpayers and
ratepayers. Reform should be characterized by the five principles
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which, when implemented, will ask each stakeholder to accept
shared sacrifice in order to achieve a better, stronger and more ac-
countable, transparent Postal Service.

Issues surrounding postal reform are indeed complex. We are in
the presence today of congressional leaders such as yourself, Chair-
man McHugh, and others who have spent a tremendous amount of
time and dedication in making the Postal Service better. Post-
master General Potter’s sustained dedication to achieve this objec-
tive must also be recognized. The issues that are involved with
postal reform are complex; however, the administration stands
ready to work with you to take this critical issue forward.

I thank you, and I'll be pleased to answer questions at the appro-
priate time.

Mr. McHUGH. Mr. Secretary, thank you for your comments, for
your being here today.

[The prepared statement of Mr. Roseboro follows:]
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HEARING TESTIMONY
BRIAN C. ROSEBORO
ACTING UNDER SECRETARY FOR DOMESTIC FINANCE
U.S. DEPARTMENT OF THE TREASURY
BEFORE THE
COMMITTEE ON GOVERNMENT REFORM’S SPECIAL PANEL ON
POSTAL REFORM AND OVERSIGHT
UNITED STATES HOUSE OF REPRESENTATIVES
JANUARY 28, 2004

Mr. Chairman and distinguished members of the Committee, I welcome the opportunity
to testify today on the need for comprehensive postal reform,

The Postal Service plays a vital role in the commercial life of our nation. Business to
business, consumer to business, and business to consumer mail comprise approximately
93% of total first class single piece mail. The postal service also plays a major
communication role, connecting families and friends, making personal communication
easier, and making the huge land mass of the United States a bit smaller. As one of the
largest employers in America, with around 800,000 employees, many of our citizens look
to the postal service for their economic and professional livelihood as well. Finally, the
service provides the most common connection between citizens and their national
government.

However, the current business model is not sustainable going into the 21* century. Itis
widely known that electronic diversion of mail volumes has caused a substantial and
likely irreplaceable decline in first class mail. This trend is expected to continue. The
Postal Service ended the latest fiscal year with large on and off balance sheet liabilities.
These liabilities include $7.3 billion of debt owed to Treasury, $7.1 billion for future
workers’ compensation costs, $8.7 billion for operating leases and approximately $60
billion for unfunded post-retirement healthcare liabilities

Recognizing this increasing financial vulnerability, President Bush took decisive action.
In December 2002, the President established a bipartisan, non-stakeholder Commission
and tasked it with completing a comprehensive review of key postal issues. The
Commission was to articulate an integrated set of recommendations that would put the
Postal Service on the path toward long-term financial viability and operational
excellence. To their credit, the nine commissioners completed the report on time and
under budget. The process of receiving input from stakeholders through public meetings
and written correspondence was given high marks for being fair and transparent.

The Commission’s report is the most important document on postal reform in the last 30
years. The Administration was pleased with the comprehensive array of
recommendations that the Commission submitted. As outlined in the President’s
Executive Order framing his commission, it was charged to consider each component of
the business, including revenues and costs. With its 35 recommendations, the report
takes us a great distance toward reaching a common goal: to implement changes that best
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prepare the Postal Service to be a sound and efficient provider of services, a quality
employer, and a fair competitor long into the 21% century.

While the Administration may not agree with every aspect of each of the 35
recommendations, we encourage Congressional leaders to carefully consider how the full
range of recommendations for legislative consideration might be incorporated in
meaningful, comprehensive postal reform.

According to the Commission, 16 of the 35 recommendations do not require any
legislative action. The Commission concluded that the Postal Service could implement
each of these without any undue delay connected with legislative changes. I also note
that the Postal Service’s Transformation Plan of April 2002 and the Commission’s
recommendations are not incongruous; in fact, they are remarkably similar. While I
understand that the Postal Service’s management is prudent to take time to carefully
analyze proposed changes and implement reform actions in a sound manner, I take this
opportunity to underscore the Administration’s strong support for the Postal Service’s
efforts to implement reforms as expeditiously as possible. As Postmaster General Potter
has frequently stated, the Transformation Plan is a blueprint for positive change and
should remain a guideline for future changes. We agree, and would add the
Commission’s recommendations to this action list.

In outlining the circumstances that led to where we are today, we must add the Civil
Service Retirement System (CSRS) Postal Funding Reform Act, signed into law by the
President in April 2003. As you well know, this Act contributed significantly to financial
recovery of the Postal Service, and is a tribute to the hard work and dedication of the
members of this panel in particular. Thanks to this legislation, which allowed a
transformation of the Postal Service’s CSRS regime into a calculation mechanism that
matches the Federal Employee Retirement System (FERS), the Postal Service
immediately yielded an estimated $78 billion financial gain. We believe that this has
established the appropriate funding provisions for CSRS. Despite this enormous one-
time gain, the Postal Service is not yet “out of the woods.” Even with the strong
leadership of Postmaster General Potter and the Postal Service’s Board of Governors to
drive an ever more competitive organization, more needs to be done. That is why we are
here today.

Last month the Administration announced its support for comprehensive postal reform
and articulated five principles to guide congressional debate. The Administration
deliberately chose not to be overly prescriptive. We feel strongly that the following five
guiding principles can frame a long-term, comprehensive, solution for the challenges that
loom on the short and long-term horizon.

Implement best practices The Administration supports comprehensive reform that
ensures that the Postal Service’s governing body is equipped to meet the responsibilities
and objectives of a business of this size and scope. We recognize the hard work of the
present and past Board of Governors, as well as postal management and its workforce.
However, we believe that it is time to reflect on whether improvements in corporate
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governance can be incorporated that will add further value for ratepayers, taxpayers, and
the Postal Service’s workforce and management. As was stated in the President’s
Commission Report: “The Postal Service should meet the highest standard of corporate
leadership. ..applying the best business practices of the private sector to delivering the
nation’s mail.”

Enhance transparency In keeping with our desire to implement best practices, we seek
postal reform legislation that takes steps to ensure that important factual information on
the Postal Service’s operations and performance is accurately measured and made
available to the public. The Postal Service should provide more detailed financial
information, including product-by-product financial statements and expanded financial
reporting, ¢.g., voluntary SEC reporting. We also believe there is merit to recognizing
the aggregate unfunded post-retirement health liabilities and the annual current cost of
such liabilities, either directly on the balance sheet or, at least, in notes to the financial
statements. Given the important service this organization provides to the American
people, [ believe that efforts to facilitate greater access to information can contribute to
better decision-making, further enhance trust among stakeholders, and improve oversight.

Provide for greater operating flexibility In return for increased transparency and
accountability, and given its self-financing obligation, the Administration believes that
the Postal Service’s governing body and management should have greater authority to
reduce costs, set rates, and adjust key aspects of its business in order to meet its
obligations to customers in a dynamic marketplace. In doing so, we urge caution and
care to avoid unintended disruption of market forces.

Foster greater accountability Given its existing monopoly, potentially greater flexibility
for operations, and its competitive position in some important segments in the delivery
marketplace, we urge Congress to enact legislation that ensures that there is appropriate
independent oversight to protect consumer welfare and universal mail service. We
would like to see reform legislation that provides the corporate governing body with
necessary tools to properly motivate postal management to achieve key objectives such as
increasing productivity, enhancing service, and improving labor relations. An
independent regulatory body must have sufficient authority to fulfill its oversight
responsibilities.

Ensure self-financing The Administration is committed in its desire to see a Postal
Service that is financially self-sufficient, covering all of its obligations. We believe that
ratepayers should be responsible for covering liabilities, including the off-balance sheet,
unfunded liabilities. By so doing, the Postal Service remains motivated to operate in a
manner that strengthens the financial and operational health of the Postal Service.

Postal reform is not the only pressing matter involving the Postal Service that is currently
before the Congress. The matter of enacting a comprehensive postal reform bill comes at
virtually the same time as a related matter currently under consideration by Congress -
modification of the CSRS Postal Funding Reform Act. There are two issues under
consideration. First, whether Treasury or the Postal Service should be responsible for a
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share of the costs paid to retired employees of the Postal Service that arise from
increasing Civil Service pension benefits because of military service. In this regard, as
mentioned earlier, the Administration continues to believe that the Postal Service should
remain responsible for these costs and would oppose a modification to the Act. Second,
whether the Postal Service should be required to maintain an escrow account that will be
disbursed at the discretion of the Congress. The Administration believes that it is optimal
for Congress to act expeditiously on both postal reform and the disposition of the escrow
as a bundled whole.

The Administration sees postal reform as an integrated whole. It is crucial to address all
major aspects of the Postal Service’s cost and revenue lines, its balance sheet and off-
balance sheet components, its corporate governance, its competitors, as well as the
taxpayers and ratepayers. Reform should be characterized by the five principles that,
when implemented, will ask each stakeholder to accept shared sacrifice in order to
achieve a better, stronger, more accountable and transparent, Postal Service.

Issues surrounding postal reform are, indeed, complex. We are in the presence today of
Congressional leaders, such as Congressman McHugh and others, who have spent a
tremendous amount of time dedicated to making the Postal Service better. Postmaster
General Potter’s sustained dedication to achieve this objective must also be recognized.
The issues that are involved with postal reform are complex; however, the Administration
stands ready to work with you to take this critical issue forward.

Thank you. Iwill be pleased to answer any questions that you may have.
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Mr. McHUGH. And I mentioned what I thought was a very
proactive position by the administration, by the President, given
the first time it’s been focused upon since the Nixon administra-
tion. But I would be remiss if I didn’t pay a tip of the hat to the
Treasury Department that really, in terms of the administration,
kind of led the charge and brought the issue to that end of Penn-
sylvania Avenue’s attention, and we appreciate deeply the leader-
ship role that the Department played. Thank you again for being
here.

With that, our next witness, as I mentioned in my opening re-
marks, is a good friend of this subcommittee, a good friend of the
Postal Service, and a man who, not for power or glory or money,
I don’t believe, dedicated himself and continues to dedicate himself
to the best possible Postal Service that the United States can
produce, the chairman of the Postal Board of Governors, David
Fineman.

STATEMENT OF DAVID FINEMAN, CHAIRMAN, U.S. POSTAL
SERVICE BOARD OF GOVERNORS, ACCOMPANIED BY JOHN
E. POTTER, POSTMASTER GENERAL OF THE UNITED STATES

Mr. FINEMAN. Thank you, Mr. Chairman.

Mr. McHUGH. Thank you.

Mr. FINEMAN. I’'m now in the last year of my term on the Board
of Governors and you and I, Mr. Chairman, I think, began to at-
tack this issue together almost about 8 years ago. And I want to
thank you particularly, Congressman Davis, and other members of
the committee who have been there with us for so long in trying
to enact reform. I do want to take this opportunity to also thank
the administration for putting in a lot of labor on this issue.

Mr. Chairman, I remember some time ago you and I spoke to an
industry group, and I think at that time, which was probably some-
place around 7, 8 years ago, I talked about a train wreck that was
about ready to happen. I'm somebody from Philadelphia, and I com-
mute here by taking that Northeast train. It begins in Boston. And
if we assume that train wreck is going to occur in Washington, I'd
suggest to the members of the committee that the train’s about
ready to leave Baltimore now and about ready to come into Wash-
ington.

There is a necessity to change the law, and I've been here and
said that on numerous occasions. And the real evidence of that has
been alluded to before, but a couple of facts have made it even
more apparent. If you look at first class volume as an example, we
peaked at about 104 billion pieces in 2001. We declined by 1 billion
pieces in 2002 and declined by 3 billion pieces in 2003. The Presi-
dent’s Commission and others really don’t know where that’s going
to lead, and I'm not sure anybody does, quite frankly. And for the
first time since postal reorganization, first class mail volume is less
than 50 percent of the total of mail. All of us, every day—I'm an
attorney in Philadelphia—how many pieces of e-mail do I get per
day? How many documents do I get that are sent to me by lawyers
from throughout the country that previously would have been sent
to me in the mail? How many times do I print out letters that are
sent to me by e-mail so that I can put them into my files? We know
what the problem is.
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I commend all of you for taking the leadership. The Board under-
stood as well, and particularly in the last 4 years or so, I think that
the Board has exerted leadership and begun to work with manage-
ment as a board should work with management, and that is to say
to management, “Look, these are the things that we want to get
done.” And management, the Postmaster General, has executed
that plan. I think it began by us saying some time ago—I was look-
ing at testimony before this committee some time ago when we
froze facility spending, capital spending. It wasn’t that popular
with some of the Members of Congress, but it needed to be done.
And what we did by doing that was to begin to change the way we
spend money at the Postal Service and begin to have more money
to spend and to be able to keep rates at a level that made a little
bit of sense. We began to examine our core values. So we did look
at the e-commerce area, where a lot of money had been spent, and
my testimony reflects it wasn’t a good venture. And the Board put
pressure on management, and you’ll notice that we are not in-
volved in those kinds of issues anymore. We selected a Postmaster
General, who I'll speak about a little bit later. We reduced the av-
erage interest rate that we now pay on our debt from 5.1 percent
to 1.1 percent. More importantly, we said to the Postmaster Gen-
eral, “It looks to us like we have to decrease our career com-
plement, that is the number of employees we have. And that’s de-
clined by 24,000 in 2003 and will probably decline by 11,000 more
positions next year. And we did that, I would suggest, by working
closely with our labor unions, without having any layoffs; and it
was done with attrition and cooperation with our labor unions. And
what we need now is to attack, as Congressman Waxman has indi-
cated, our facility and infrastructure. You know, in Philadelphia,
for years the Postal Service building was across from the train sta-
tion, and that is where it’s located in so many major cities, and
that’s because mail traveled on trains. Mail doesn’t travel on trains
any longer. It travels on an interstate highway system. We've got
to be able to rationalize what this infrastructure and network sys-
tem is. And I commend the leadership also of David Walker. I
think that by issuing his report—and he has said to us that we
need to look closely at many issues, and I commend you for doing
that, and it gave us the discipline to do that. But now we need
help. We need help to change the laws.

As you know, Mr. Chairman, the entire Board, at least since
March 2001, has sent a letter to Congress and to the President,
and we’ve testified before the President, the Commission, and we
have said that we need change. And we agree to a large degree
with most of what the President’s Commission has said. The Presi-
dent’s Commission raised the issue of transparency, and the Board
reacted to it. I think that you’ll see within the next months reports
that are far in excess of, I think, what might be—the SEC require-
ments are going to be. We are going to report on a monthly basis.
We are going to take action to be as transparent as we can, but
we need additional flexibility.

The rate process is broken. There’s no necessity for me to testify
at length about that. I've done it before. We can support a system
that includes well-constructed price caps which—when we need
special relief, we are going to need special relief in exigent cir-
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cumstances. And as many of my friends know, many of us, I've
been a strong advocate of collective bargaining. I do not believe
that the Commission should, or a postal rate commission, or a post-
al regulatory board should interfere in any way with the collective
bargaining process. On the other hand, I do believe that everything
should be on the table for collective bargaining, including health
benefits.

There are, as Congressman Waxman has indicated, and as oth-
ers, two important legislative issues before Congress in the near
term, funding of the military service cost and eliminating the es-
crow provisions. And all that I ask is—as chairman of the Board,
is that we attack those issues quickly. And the reason that I say
that is if we have the present law that we operate under, which
is a ridiculous ratemaking process, we have to set—we have to pro-
pose rates to the Postal Rate Commission some 10 months before
rates would be enacted. We have to begin to work on that system,
I've said, 18 months to 24 months ahead of time. We need action
on this, so that we, the Board, can talk about rates and can con-
sider rates in a considered manner.

Where we disagree with the President’s Commission, or where I
disagree, are basically three areas, one I've mentioned already
being collective bargaining. The other is the Postal Regulatory
Board, and I think that the Postal Regulatory Board, there has to
be a clear line between what your functions are, the managerial,
the public policy decisions about universal service, about the mo-
nopoly, and those that the Postal Regulatory Board would make.
And second of all, and I guess there’s nobody who should shun
their responsibility, but rather to comment upon what the Presi-
dent’s Commission has recommended in regard to its Board of Di-
rectors, I personally don’t care if you change the name from Board
of Governors to Board of Directors, but I think that one of the most
important things that we can do is to keep the bipartisan nature
of this Board. We have not had Democrat and Republican fights on
this Board. It has five of one party and four of another. The Presi-
dent’s Commission, I think well intended, could result in a very
highly partisan Board, which I would not like to see happen. There
are, in that report, certain age restrictions which I think are appro-
priate. However, I think that the bar of 70 years of age, we might
raise it a little bit. You know, Jack McKeon did win the World Se-
ries. He was about 72, so I am not sure that’s appropriate.

In conclusion, Mr. Chairman, I am saying that we can do—we’re
doing everything we can, but the business model from 1970 is no
longer valid, and we’re reaching the limits of what current opportu-
nities are available to us, and we've got to change those assump-
tions. I think that you and I, Congressman Davis, Congressman
Waxman, I see here, you know we’ve said the time is now on nu-
merous occasions, but I'm telling you that train is about ready to
run into Union Station, and it’s about time that we really made
some changes. Before I conclude, I do congratulate all of you on
working in a bipartisan way to change this law, and I look for-
ward—I want to say that I'm about ready to finish my term, and
I do look forward to working with all of you on changing that law,
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and I continue—even if I should be gone within some period of time
as chairman of the Board, I would look forward to continuing our
relationship to change this law. I think I have a lot invested in it
at this point.

[The prepared statement of Mr. Fineman follows:]



32

UNITED STATES

POSTAL SERVICE =

STATEMENT OF DAVID FINEMAN, CHAIRMAN
UNITED STATES POSTAL SERVICE BOARD OF GOVERNORS
BEFORE THE
SPECIAL PANEL ON POSTAL REFORM AND OVERSIGHT
COMMITTEE ON GOVERNMENT REFORM
U. 8. HOUSE OF REPRESENTATIVES
JANUARY 28, 2004

Good afternoon, Mr. Chairman and Members of the Special Panel.

| appreciate the interest of this committee in assuring the continuance of affordable universal mail service
for each and every American. Thank you for the opportunity to talk with you about the critical issue of
comprehensive legisiative reform for the United States Postal Service.

As you kniow, the Postal Service Board of Governors directs the exercise of the power of the Postal
Service. It establishes strategic policies, basic objectives, and long-range goals for the Postal Service.
We take these responsibilities very seriously.

| have had the pleasure of being a member of the Board of Governors of the United States Postal Service
since 1895. Over the course of those nine years, | have worked closely with my fellow governors to
conscientiously carry out our legal mandate to “direct and control the expenditures and review the
practices and policies of the Postal Service”. | also came to realize early on that the law under which we
operate is both antiquated and inefficient. | have had the pleasure of getting to know many of you and
your staff as | have worked with you towards bringing about change to this law.

1 have also come to appreciate the value of mail service to the American people and the role it plays in
making the US economy the greatest in the world. | am proud of the thousands of dedicated Postal
employees who manage to get the mail delivered regardless of the obstacles faced. We have faced some
significant challenges in the last few years, and | want to thank every member of this Panel, the General
Accounting Office, and the Administration for their assistance in helping us address them.

in 2003, the United States Postal Service set records in service, productivity and customer and employee
satisfaction, while also maintaining universal mail service and generating a positive bottom line for the
business.

We closed the year with a net income of $3.9 billion, refiecting both our success in managing costs and
improving efficiency and the positive effects of the Civil Service Retirement System funding reform
legislation.

An analysis by the Office of Personnei Management found that, without a change in our payment
schedule, the Postal Service would overpay its obligation to the Civil Service Retirement System by $105
billion. Quick action by Congress and the Administration resuited in legislation to avoid this overpayment.

The savings available through the new law helped us reduce outstanding debt by more than one third,
from $11.1 billion to $7.3 billion, and make it possible for us to continue reducing debt in 2004 and hold
postage rates steady until at least 2006.

But these successes are masking a basic flaw in the business model upon which the Postal Service was
founded. The assumption that growth in mail volume will provide sufficient revenues to meet the cost of
providing universal service to an ever-growing number of delivery points is no fonger valid.
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The goal of the 1970 law creating the modern Postal Service was to provide universal, affordable mail
service to everyone in America while maintaining a focus on self-sufficiency and the bottom line. For
many years, the legisiation has been very successful. Over the course of the past three decades,
postage rates have risen at about the rate of inflation and the Postal Service has been modernized to
meet the changing service needs of businesses and the public.

However, the Postal Service faces a major structural change in the way Americans conduct business.
Electronic alternatives to hard copy mail are becoming increasingly acceptable to the public and will
continue to divert significant portions of the mail stream away from the Postal Service and onto the
Internet.

There is evidence that this diversion has begun. Significant amounts of business correspondence have
been diverted from the mail stream, and bills, payments and other financial transactions that constitute
the bulk of First-Class Mail volume are vulnerable to further diversion.

First-Class Mail volume declined for two years in a row and the decline is accelerating. From a peak of
104 billion pieces in 2001, First-Class Mail declined by 1 billion pieces in 2002 and another 3 billion
pieces in 2003. While this decline is partially attributable to sluggish economic growth and perhaps the
lingering effects of the bioterrorist attacks of 2001, electronic diversion is a factor as well.

For the first time since the Postal Service was reorganized 34 years ago, First-Class Mail volume was
less than 50 percent of total mail volume. Total mail volume was 202 billion pieces, with First-Class Mail
registering only 99 billion pieces.

Standard Mail, which is largely advertising, reached its highest share of the total ever in 2003, at 45
percent. While the prospects of growth in advertising mail volume are good, the contribution margin
obtainable from this very price-sensitive category is much lower than that for First-Class Mail. it takes
about three new pieces of Standard Mail to make up for the loss of one piece of First-Class Mail.

The financial problems presented by declining volume and changes in the mail mix are exacerbated by
the need to serve an expanding delivery network. Although the total amount of mail we delivered declined
between 2002 and 2003, the number of addresses served increased by 1.9 million. While we deliver to
5.4 million more addresses than in 2000, the amount of mail we delivered has declined by 5.7 billion
pieces since that time.

Remember, our business model is designed around the premise that increasing volume will pay for an
ever-expanding delivery network.

As a result, we are challenged to find new expense reductions and revenue growth to compensate for the
decline in this historic funding source.

But the decline in volume and the change in the mail mix took away $668 million in revenue contribution
last year alone. This is the same as adding an extra one percent to our cost base.

Essentially, the volume of First-Class Mail and the number of delivery points are moving in opposite
directions. Since 2001, while First-Class Mail volume decreased, our delivery network has expanded by
3.7 million new delivery points. We absorbed these deliveries through productivity increases rather than
hiring the equivalent of 4,000 new carriers each year, purchasing new vehicles, and adding facilities
space.
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We expect this delivery point growth to continue for the indefinite future. The Bureau of the Census
reported housing starts in August 2003 at a seasonally adjusted rate of 1.82 milfion, while Harvard
University's Joint Center for Housing Studies reported that housing production in the current decade is
expected to "exceed the 16.6 million units built and manufactured between 1991 and 2000" due to
"increasing household growth, strong demand for second homes and better balance in rental markets."

Additionally, strong immigration, younger members of the baby-bust generation living on their own, aging
baby-boomers purchasing second homes and shifts in family composition contribute to a projected
average annual demand for 1.7 million new housing units.

There is another issue as well. It is very labor intensive to deliver the mail. And salaries and benefits are
our biggest expense. This expense is determined by the number of employees, the number of hours they
work, their rates of pay and the benefits they receive, such as health and retirement benefits.

Our expenses are also affected by increases in the premiums for the health plans of our retired
employees. A significant source of expense growth in recent years has been the inflation in health
benefits. Federal Employee Health Benefit Program premiums increased 13.3 percent in January 2002
and by 11.1 percent in January 2003.

Premium increases averaging 10.6 percent are scheduled for January 2004. This has translated to health
benefit cost increases for the Postal Service of $471 million in 2002 and another $471 milfion in 2003.

Each one of these issues presents challenges to us, given the limitations of our current mandate.
Combined, they offer a daunting prospect for the viability of our business model.

Nonetheless, the Board of Governors has the legal obligation to manage within the constraints of the
current business model, so that is what we have been doing — and in my opinion, doing quite well.

We are managing for results. We have asked management to focus on three key strategies: improving
operational efficiency, adding value for our customers, and enhancing our performance-based culture.

With the help of management, Congress, and stakeholders, we identified each of these strategies in the
Transformation Plan we developed in 2002. We know the Postal Service must continue to change to
meet the needs of a changing nation. The Transformation Plan is helping us do that.

Regardless of the long-term proposals out there right now, our Transformation Plan remains our guide to
doing all we can within the current law to increase the value of the mail, make it more effective than ever
and assure its future.

We have taken other steps to take full advantage of all the flexibility granted to us by current taw. Let me
give you some examples.

First, let’s touch on our fiduciary responsibilities. We have an Audit and Finance Committee to review the
soundness of accounting and internal control practices and major financial statement accruals for the
organization. The Committee also monitors financial performance, debt levels and cash management.

So, in February of 2001, when the Chairman of the Board's Audit and Finance Committee reported that
the trends in Postal Service finances were “alarming and unacceptable...”, we quickly moved to re-
examine how this organization was conducting business on all levels.

Management was directed to temporarily freeze all new facility commitments, reduce planned new facility
commitments for the year by $1 billion, and limit future capital commitments to levels that could be funded
from cash flow.
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In the last three years capital commitments have been limited to those projects that have a high return on
investment, are required by law, or have been necessary to insure customer and employee safety. New
commitments, which had averaged $3.5 billion per year in the five years leading up the temporary freeze,
have averaged $1.6 billion per year in the three years since.

These measures have worked. Cash flow has been adequate to fund capital spending in the last three
years and debt has fallen.

The most important way in which the Board provides direction to the Postal Service is through the
selection of the Postmaster General. In selecting Jack Potter, a career operations veteran to lead the
organization, the Board sent a clear signal that service performance, cost control and productivity
improvernent were the priorities.

The organization responded. Service performance scores climbed to record levels and the number of our
career employees declined by 24,000 in 2003. We plan an additional reduction of 25 million work hours in
2004, which transiates to as many as 11,000 fewer career positions.

Best of all, we have reduced these positions through attrition, voluntary retirements, vacancies and
reassignments. No employees were laid off.

The Board aiso decided that management should give greater emphasis to focusing on its core strengths.
One area of particular concern was e-commerce. We began a re-evaluation of all e-commerce business
plans.

After reviewing the financial performance and expectations for these plans, as well as their alignment with
the Postal Service’s core business, all but one of our e-commerce ventures were discontinued or
realigned.

At the time we began our review in February 2001, e-commerce spending was $33 million annually,
producing gross revenue of only about $2 million. Today, the Postal Service is spending less than one
million dollars a year on e-commerce, with projected gross revenue of $5 million.

The lesson is clear. We don't have the luxury of taking our eye off the ball. We must remain focused on
our core business. This remains a priority for the Board in all its strategic policy and fiduciary decision-
making.

The Board's focus on the bottom line has strengthened financial management within the Postal Service.
The spread between long-term and short-term interest rates last year created an opportunity to refinance
our debt, reducing our average interest rate from 5.1 percent to 1.1 percent.

As a result, we saved $62 million in interest in 2003. And, we expect to save an additional $336 million in
2004.

We are also enhancing existing products and services — and expanding access and convenience to
postal services. Our popular website, USPS.com, is a great example of this, offering access to
information, stamps and one of our most successful new offerings, Click-N-Ship.

With Click-N-Ship, customers can create and print mailing labels from their home computer — with or
without postage — and carriers will pick the packages up at the customer’s home.
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We will be rolling out seif-service kiosks called Automated Postal Centers this year as well. These kiosks
will let customers buy stamps and postal products just as ATMs enable customers fo conduct self-service
banking. The goal of these efforts is to promote ease-of-use for our customers, The easier we make it for
them to use our services, the more of our services they are likely to use.

There is another area where the Board has asked management to take a long, hard look at current
practices — the vast network of facilities and transportation infrastructure that has developed over the
years.

The opportunity to consolidate operations and streamiine our network represents a significant cost
reduction opportunity. A leaner plant network would drive transportation and facility costs down. That
benefits everyone.

Along the same lines, the Postal Service must be allowed room to implement infrastructure changes
including ~ but not limited to ~ changes in the number and location of post offices and processing plants,
and changes in our transportation networks. That simply makes good business sense.

In this instance and the others | have mentioned, the Board provided leadership and support to an able
top management who effectively addressed a number of difficult problems, We are fortunate to have the
management team we do as we face the challenges ahead of us.

But let's be clear about this. The combination of declining First-Class Mail volume, increasing delivery
points, and expanding benefits costs has put the Postal Service into a box which no amount of good
management, cost cutting, or improved efficiency can get us out of. We can't get out of the box because
the current business mode! won't allow us to.

Once again we need your help.

The time is now to provide the Board of Governors and postal management with new tools to meet the
new business environment it faces. We cannot wait until the Postal Service is in such financial crisis that
drastic service or delivery reductions are our only option.

Each year, as we aggressively pursue additional improvements, the margin of return becomes smaller as
efficiency increases. Essentially, the more we improve our efficiency, the less rocom there is to make up
for the gap caused by the fixed costs inherent in our current business model.

We must find new ways to give postal management the modern business tools it requires to keep the
Postal Service viable in the 21% century. We must be freed from the legislative shackles of three decades
ago.

We have been advocating this position for some time now. As previously mentioned, | have personally
worked with many of the members of this Panel as legislation was developed to address these issues.

in March of 2001, the Board of Governors sent a letter to Congress and the President specifically stating
the need for significant statutory reform in pricing and labor flexibility. The letter stated: “We see alarming
trends that seriously threaten the future of America’s mail service... Without change to our reguiatory
framework, universal service will be difficult to maintain. We foresee rapidly rising rates and reduced
service if legislative reform is not enacted promptly...”
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That is why we were so pleased by the creation of the President's Commission on the United States
Postal Service. During the eight months that the nine-member bipartisan commission held public
meetings and met with stakeholders, we provided the Commission with a great deat of information and
documentation about our organization’s needs and concerns. The Postmaster General and | testified
before the Commission. Other Postal Service leaders testified in detail about their areas of expertise as
well.

The Commission presented its findings in July. it offered recommendations for change in several key
areas: the Postal Service business model, private-sector partnerships, technology and workforce. In
December, the President publicly urged Congress to enact postat reform legisiation based on five
principles that were in the Commission’s report.

We agree with the goals of these five principles — Best Practices, Transparency, Flexibility, Accountability,
and Self-Financing. In many ways, they mirror our Transformation Plan for the Postal Service.

The President's Commission also said the Postal Service should set the standard for financial
transparency by which all other Federal entities are judged. We agree.

in fact, last August, at the Board’s direction, the Postal Service began to enhance the transparency of its
financial reporting. Our 2003 Annual Report, which was issued in December and is posted on our web
site, includes enhanced disclosure in the footnotes and the Management Discussion and Analysis
section. In addition, in the first quarter of Fiscal Year 2004, the Postal Service began to publicly report,
on its web site, significant events in accordance with SEC Form 8-K reporting requirements.

We will achieve greater financial transparency in February with the issuance of our Quarter 1, Fiscal Year
2004 Financial Report. Consistent with SEC Form 10-Q, this report will include an enhanced
Management Discussion and Analysis section and expanded financial statements.

And, this month, |, along with other members of the Board of Governors and senior Postal Service
officers, discussed the topic of annual disclosure as they are reported through SEC Form 10-K. In the
coming months, we will complete plans to further enhance our annual financial reporting.

As we ook ahead, the Governors of the Postatl Service need additional flexibility in directing the activities
of the Postal Service. The Postal Service’s ability to adjust its retail network is constrained by current law.
We have a burdensome rates process. We are being asked to operate in a very competitive marketplace
without the ability to negotiate prices and service with our major customers.

We cannot be asked to conduct ourselves in a businesslike manner when the tools to do so are not
available to those running the business.

We fully understand that with an increased level of management flexibility must come an appropriate level
of oversight. This provides the necessary balance to protect the public interest.

The Commission proposes that this oversight be fargely provided by a new Postal Regulatory Board, with
discretionary policy authority in a wide range of areas, to replace the current Postal Rate Commission,
which has a more limited mandate.

We understand the rationale for the discretion the President's Commission has defined for the Postal
Regulatory Board. Yet regulators are normally required o operate within limits and guidelines.

Regulated private companies and their shareholders have legal protections against arbitrary action by the
regulator that the Postal Service cannot have as a government institution.
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At the least, there should be standards drawing a clear line between what is appropriately a managerial
function within the oversight of the Governors or Directors, what is a regulatory function committed to the
regulator, and what is a public policy function reserved to the nation’s lawmakers.

For instance, the Postal Regulatory Board can revisit the vital national issues of the postal monopoly and
universal service. From the perspective of the Postal Service Board of Governors, these are clearly
issues of broad public policy that should be resolved as part of our management responsibilities, as
determined by Congress.

They are not regulatory issues. Without defined limits or guidelines, the regulator could conceivably limit
the monopely in such a way as to jeopardize universal service or even redefine the scope of the nation’s
mail service itself.

The powers of the proposed Postal Regulatory Board could atso affect the outcome of the collective-
bargaining process. The Postal Service has been, and continues to be, a strong supporter of collective
bargaining. This process of give and take assures that the interests of our employees — and the unions
that represent them — are considered within the larger picture of the Postal Service's financial situation
and the needs of our customers.

But by determining the range within which wages may be negotiated, the Postal Regulatory Board could
impede the ability of the parties to successfully negotiate agreements.

The Commission also recommended significant changes to our governing board. | cannot agree with all
of their recommendations, and { want to telf you why.

Today, the Governors are appointed by the President with the advice and consent of the Senate. They
serve staggered nine year terms, and by law, no more than five members may belong to same political
party. This structure has allowed the Postal Service to enjoy bipartisan oversight and consistent
governance of this $68 billion national service provider. We are concerned that the Commission’s
proposal for a new Board of Directors could change this.

Under the Commission’s recommendations, the President would appoint three Board members, who
would then select the first eight independent Board members, with the concurrence of the Secretary of
the Treasury. After that, independent members would be selected by the Board as a whole, again with
the concurrence of Secretary of the Treasury. But there would be no limits on the political affiliation of
Board members. In addition, the proposat allows the President or the Secretary of the Treasury to
remove directors.

My concern is that if enacted as proposed the Senate’s statutory role of “advice and consent” wouid be
greatly diminished. The lack of party affiliation requirements and the ability of the President and
Secretary of the Treasury to remove members of the Board could potentially result in highly-partisan
Boards in the future.

Rather than becoming more impartial and businesslike, a Board of Directors as envisioned by the
Comimission could be less impartial, less knowledgeable, and possibly more political.

From previous testimony, you know that the Board of Governors is on record in favor of reform of the
current ratemaking structure.

The current system is cumbersome and expensive, and it pits the entire postal community against one
another in a litigious free-for-all. In its place, we would support a system including a well-constructed
price cap model that properly addresses the Postal Service’s ecopomic situation.
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To protect service, the new model must include an opportunity for the Postal Service to go back to the
regulator for special refief in exigent circumstances.

The Board is determined to do everything we can to hold future prices within reason, for the benefit of our
customers and out of necessity for the long-term heaith of the institution.

None of us has a crystal ball, however, and experience has reminded us of the power of intervening
events to overturn the best of plans and projections.

This necessarily means that the Postal Service must have more control over the benefits dimension of its
cost structure. Over the last five years, hourly wage expense has increased by an average 3.2 percent
per year.

At the same time, the cost of employee health benefits has increased 11.0 percent. Retiree health
benefits cost has grown by 15.6 percent. Workers’ compensation expense has increased by 10.9
percent. All of which are out of the control of the Postal Service.

In a period of declining First-Class Mail volume and revenue contribution, the Postal Service cannot hope
to keep total costs within inflation in the face of double-digit increases in the cost of benefit programs
which it does not manage or control.

All of my adult life, | have been a strong believer in, and an advocate for, coliective bargaining. { am
opposed to the suggestion that a postal regulator should have any role in setting postal wages or wage
standards.

By the same foken, | believe that for collective bargaining to be effective, everything should be on the
table, including benefit programs.

And speaking of benefits, we are on the record as recommending that the obligation to fund the military
service costs of postal employees’ Civil Service Retirernent System retirement benefits return to the
Department of the Treasury. And we have also recommended that the escrow provisions of the Act be
eliminated and that the "savings" be used to fund retiree health care benefits, retire debt or fund capital
expenditures. Both of these issues could have a profound effect on our ability to manage to the bottom
line in the years ahead, and the Postmaster General will address these topics in greater detail in his
remarks.

In closing, let me say that the Board of Governors will continue to do everything possible to protect the
basic right of affordable, universal mait service for everyone in America. We will assure that all positive
actions within the current law will be taken to make the Postal Service more efficient and customer
responsive.

Yet we must face the simple fact that our business mode! — established by the 1970 Postal
Reorganization Act — is no longer valid. We can no longer expect that the costs of serving a continually
expanding delivery base will be offset by increasing revenue from continued mail volume growth.

This is my last year of service on the Board, so | have some perspective on the process. | intend to
continue working with the entire mailing community on these critical issues. And | know the Board of
Governors will continue to direct the organization with the full range of tools available to us under current
law.

As the Board has demonstrated over the last few challenging years, the current management and
governance system works. The fact that we are having this conversation in anything other than a crisis
mode confirms it.
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But we are reaching the limits of the current opportunities avallable to us. We cannot keep pulling rabbits
out of our financial hat. That is no way to run a business.

Sooner or later, the status quo is going to have drastic consequences for the Postal Service and the
entire mailing industry. If prices are forced to rise too rapidly, mail volume will only fall even faster. Service
couid be affected as well.

We must change the basic assumptions about the business of delivering the mail in America, and we
must do it while we have the window of opportunity that our current financial good news affords us.

The time is now to provide us with the new tools {o allow us to manage this $68 billion service the right
way, like a business, with our eye on the bottom line.

The conversation has already begun. The Commission brought informed proposals to the critical
consideration of the future of our nation's mail service. The President has made recommendations based
on the Commission’s report. The Board of Governors of the Postal Service intends to remain engaged in
that discussion as well.

And we will continue to do everything in our power to assure that the Postal Service of the 21% century
will continue providing affordable, universal mail service for all customers and all communities in America.

Thank you, Mr. Chairman and Members of the Special Panel.

# # # #
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Mr. FINEMAN. With that, Mr. Chairman, I'd like to introduce the
Postmaster General, if I could.

Mr. McHUGH. Please do.

Mr. FINEMAN. That is one of the key decisions that the Board has
to make, from time to time, is to choose the Postmaster General.
We chose Jack Potter as a career employee of the Postal Service
because we understood that we needed someone who was willing
to make tough decisions, and willing to make hard decisions, un-
derstanding the desperate place that the Postal Service was in.
Jack has made those decisions and at the same time has created
an atmosphere that I have never seen before between our labor
unions and ourselves. He’s done that in a manner that is really ad-
mirable and, I think, clearly one of the best decisions that we made
was to have Jack Potter as our Postmaster General. So with pleas-
urei Mr. Chairman, I would like to introduce the Postmaster Gen-
eral.

Mr. POTTER. Thank you, David. And I, too, want to add my
thanks to every member of the special panel for the opportunity to
add to the discussion of the need for comprehensive postal legisla-
tive reform. I want to thank you, Chairman McHugh, for your per-
sonal commitment over these many years. It’s been a long struggle.
I'm also grateful to Congressman Davis, Congressman Waxman
and Congressman Davis who’s not here, Congressman Burton for
all of the efforts that have been made to move postal reform. And
there are many people on the Committee on Government Reform
and they too have taken part in leading the way to protect and pre-
serve universal mail service for all Americans well into the future.
My compliments to the administration—and Brian’s here rep-
resenting them—the Congress, to my friend Comptroller General
David Walker for recent legislation that adjusted the Postal Serv-
ice’s payments to the Civil Service Retirement System. The legisla-
tion has provided a period of rate stability for the American people
and American businesses until at least 2006. Given the challenging
economic conditions in recent years, stable rates could not have
come at a better time. In addition, the legislation allows us to sig-
nificantly lower our debt.

However, there are two open issues remaining that we need to
discuss regarding the 2003 CSRS legislation that require your ac-
tion, and Congressman Waxman mentioned them. The first open
issue concerns shifting to the Postal Service from the Treasury the
retirement liability costs of our employees’ military service before
they became postal employees. This obligation transferred payment
of more than $27 billion from taxpayers to ratepayers.

Last year the President’s Commission examined the impact of
the move. In its final report, the Commission recognized the com-
plexity of the issue, understood the long-term financial ramifica-
tions, and recommended that Congress reverse the position. We
agree with the Commission and with Congressman Waxman. Not
only does $17 billion of the $27 billion represent a repayment of
funds already provided to retirees by the Treasury, but more than
90 percent of the $27 billion obligation results from military service
performed before the Postal Service was established in 1971. We
believe that these military service obligations should be returned
to the Treasury and not be the responsibility of postal ratepayers.
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Further, we propose that the funds required to finance the $27 bil-
lion military service cost instead be allocated to fund our long-term
obligation and retiree health care benefits estimated to be between
$47 and $57 billion. Funding retiree health care has been a major
issue for the GAO and the Congress, and we believe has greater
priority than funding military service costs that have no linkage to
operating the Postal Service. Finally, our proposal is that these
funds stay in the CSRS fund, and therefore will not negatively im-
pact the Federal deficit in a significant way. I look forward to con-
tinued discussion on this proposal with this committee.

The second issue deals with an escrow account, as previously
mentioned. As constructed in the legislation, the Postal Service will
be required to put the CSRS, “savings,” in fiscal years 2006 and be-
yond into escrow pending congressional review. In effect, in 2006
the requirement could negate the very benefit the CSRS legislation
made possible by putting postal customers back where they started
before the legislation was enacted.

I agree with Congressman Waxman that we need to deal with
this escrow fund and put it to bed. Moreover, the rate increase re-
quired to fund the escrow could have a damaging effect if we were
made to create it on the mailing industry and businesses that rely
on the mail to reach their customers. I recognize the intent of the
provision in last year’s legislation, and let me assure you that post-
al management and the Postal Board of Governors will not in any
way squander the benefits gained from reduced CSRS benefit pay-
ments. As requested, we are now developing added detail relating
to our networks and employee complement requirements in the fu-
ture. I look forward to continued dialog on this issue. We really
want to make sure that this committee is satisfied with our re-
sponse. Resolution of these issues in this session of Congress will
help us in every mailer segment in this country as we examine our
revenue needs for 2006 and beyond.

The Postal Service has made great strides in the past few years.
As chairman of the Board Fineman mentioned, there is a mood of
optimism among our employee and management ranks that we can
do things we never thought possible. This can-do attitude tran-
scends every aspect of our business and compels us to reexamine
long-held presumptions. In 2003, we experienced our fourth
straight year of increased productivity. We achieved record levels
of service in all measured categories. We saw customer satisfaction
reach record levels. We saw workplace environment indicators
reach record levels, too. There is a new positive and constructive
relationship between labor and management as evidenced by sig-
nificant reduction in employee grievances and voluntary contract
extensions that we reached with several major unions. We have
been aggressively, and with common sense, managing the business,
and we will continue to do so.

Yet for all the success that we have had, no one should be lulled
into a false sense that all is right with the postal world. As Chair-
man Fineman pointed out, the underlying business model remains
problematic and compels legislative change if we are to continue to
provide the American people and American business with a similar
level of affordable service that we have today. No, the Postal Serv-
ice is not broken today, nor will it be broken in the next year or
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the year after; however, mail volume trends are a cause for con-
cern. Without new growth opportunities and aggressive cost reduc-
tions, we could be forced to raise rates such that volumes will de-
cline precipitously.

Management and the Board must have sufficient tools to in-
crease revenue and lower costs to meet the changing customer
needs for mail services. We should not wait for a crisis event. That
is why I applaud the foresight of the President and this committee
to craft a new blueprint. We can and should buildupon the Presi-
dent’s Commission recommendations and the five principles out-
lined by the President. As detailed in my written testimony, I be-
lieve a sixth principle is the commitment to a strong collective bar-
gaining process.

I look forward to working with each of you on legislation that ad-
dresses the need for pricing flexibility, including annual adjust-
ments; that includes appropriate regulation and transparency; that
provides management and the Board with the necessary authority
to adjust postal network infrastructure of plants and post offices
with appropriate community input; that defines public policy re-
sponsibilities among management, the Board, the regulator, and
the Congress regarding issues such as universal service; and one
that takes a fresh look at the collective bargaining process to
strengthen the relationship between management and labor, bal-
ancing the legitimate concerns of the customer. With Chairman
Fineman and the Governors of the Postal Service, I look forward
to developing, at this unique time in our history, legislative reform
that works for the American people, works for our employees, and
will deliver for America. Thank you very much, Mr. Chairman.

Mr. McHUGH. Thank you.

[The prepared statement of Mr. Potter follows:]
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Chairman McHugh and members of the Special Panel, | weicome the opportunity to meet with
you today to discuss the very real need for comprehensive reform of the legislative framework
governing the Postal Service. For a number of years, Chairman McHugh, other members of this
Panel and the Committee on Government Reform have recognized that fundamental change is
necessary to protect the right of affordable, universal mail service for everyone in America. In
addition to Chairman McHugh, | particularly want to recognize Committee Chairman Tom Davis
and Representatives Dan Burton, Henry Waxman and Danny Davis for their work on this issue.

Their efforts resulted in in-depth explorations of the economic factors and market dynamics that,
in the long term, threaten the ability of the Postal Service to carry out its mission successfully.
More significant, they were willing to propose solutions in the form of legislation that would
maodernize the 34-year-old law that established the Postal Service.

We are grateful for those efforts to address this situation before it results in a crisis. As Chairman
McHugh has said often, “the time to fix the roof is now, before it rains.” | agree.

Chairman McHugh’s leadership and forward thinking have helped to educate the entire postal
community on this issue. And the action of the President in creating a Commission on the United
States Postal Service has complemented those actions.

As you have heard from 8. David Fineman, Chairman of our Board of Governors, both the
Governors and management of the Postal Service support modernization of the charter that
created the Postal Service. We also understand that in today’s extremely chalienging
communications market we must manage our business as effectively as possible.

That is what we are doing. Since | assumed the role of Postmaster General, transformation of the
Postal Service has been our central focus. And | am pleased that the President's Commission on the
Postal Service acknowledges that our Transformation Plan is guiding us to substantial progress in
adapting to an uncertain future. Clearly, it is taking us in the right direction.

While the Transformation Plan became our organizational vision in 2002, the ongoing process of
transformation began before then through our breakthrough productivity initiative. The year 2000
marked the first of a record four straight years of increases in total factor productivity.

We have reduced our career employee complement by over 80,000 — a ten percent reduction
from its peak level in 1999. Only 70 American companies have as many as 80,000 employees on
their rolis.

We have delivered $5 billion in cost savings since 2000. This includes $2.7 billion in savings
resulting from Transformation Plan initiatives over the past two years. We are on track to surpass
the $5 billion in savings called for by the Transformation Plan over the five-year period ending in
2008.
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Consistent with our Transformation Plan goal of enhancing a performance-based culture, we
have established pay-for-performance systems for managers, executives, postmasters and
supervisors. The new system links 100 percent of pay increases fo performance. We have
brought service performance and customer satisfaction to their highest leveis. We have improved
the workplace environment, measured both by reductions in grievances awaiting arbitration and
quarterly employee surveys. We are aggressively managing the business. This will not change.

In addition to the Transformation Plan strategies that have contributed to these successes, the
recent legislation adjusting the Postal Service’s payments to the Civil Service Retirement System
helped us achieve a welcome and needed level of financial stability.

Without the correction provided by this iegislation, the Office of Personnel Management and the
General Accounting Office found that the Postal Service could have overpaid its obligation by
$105 billion, costs that would otherwise have been borne by every user of the mail through the
price of postage. We are particularly grateful for the understanding and cooperation of Chairman
Davis and the Committee on Government Reform, as well as the administration and the General
Accounting Office for their prompt action in addressing this problem.

By immediately reducing costs related to funding the Civil Service Retirement System, this
legislation will aliow us to hold rates steady until 2006. This legislation has contributed to our
ability to reduce outstanding debt by more than one third - from $11.1 biliion to $7.3 billion — in
fiscal year 2003. We will continue to take advantage of the new CSRS payment schedule to
reduce debt even more this fiscal year. This same legisiation, however, presents very definite
challenges, which 1 will also address today.

In the near term, the CSRS legislation has resulted in a welcome period of financial stability.
Within that context, we have the opportunity and the obligation to develop the right solutions to
the challenges facing the nation’s mail system so that every family and every business in America
continues to enjoy — and benefit from — affordable, universal mail service.

It is important that | take a moment to acknowledge that the success of the Postal Service over
the last three decades is largely a result of the new business model that was created by the
Postal Reorganization Act of 1970. The Postal Service is seif-sufficient. Postage rates have
largely tracked the rate of inflation. And, by the end of this fiscal year, we will have achieved the
Act’'s mandate that the Postal Service “break even” over time.

Yet, as we continue to improve efficiency, we recognize that opportunities for savings and
improvement will grow increasingly limited. New tools will be necessary.

Many - in the Postal Service, the mailing community, and in Congress — have lang recognized
that, despite the success made possibie by the 1970 Act, the business model it created is
becoming increasingly disconnected from today's reality. it is outdated and inflexible. The Postal
Reorganization Act was predicated on the assumption — valid for most of the last 34 years - that
continually growing mait volume would result in continually increasing revenue. That revenue, in
turn, would be sufficient to cover the costs of an expanding service network. This is no longer the
case.

The productivity improvements of the last few years, coupled with reduced pension payments
resulting from the CSRS legisiation, have masked the need for change in the Postal Service. The
need for change may not become apparent to everyday mall users until the inflexibilities of our
dated business model begin to affect service and the price of postage. We cannot afford to let
this happen.

The facts speak for themselves.
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Mail volume has declined in each of the last three fiscal years, dropping more than five biflion
pieces from its peak in 2000. This represents $4.5 billion less in revenue. During the same
three-year period, the number of addresses we serve increased by 5.4 million. This combination
of factors — declining mail volume contrasted with the costs of a still-growing service network —
resulted in a net loss in three of the last four years.

In 2003, extremely focused efforts in managing our business and the impact of the Civil Service
Retirement System payment reform legislation, combined to resuit in a net income of $3.9 billion.
Even without the welcome relief of the CSRS legislation, continued cost reductions and increased
productivity wouid have resulted in a net income of $900 million. This was, in itself, a 50 percent
increase over plan.

Of course, a number of external factors contributed to mail volume losses since 2001. These
included the 9/11 terrorist attacks, the use of the mail for bioterrorism and, most significantly, the
effects of a difficult economy.

But, as Chairman McHugh's pioneering work has validated, profound structural changes are also
at work. These include the increasing use of electronic communications for fransactions that, in
the past, had almost universally taken place through the mail. The robust growth of private-sector
delivery services — from packages to time-sensitive communications — has also altered the
competitive landscape. These factors will contribute to a diminished rate of mail volume growth
as our delivery infrastructure — and its associated costs — continues to expand.

This will place extreme pressure on our bottom line. Significantly, volume trends indicate that
First-Class Mail, which provides the greatest contribution to supporting system overhead, may
continue its decline. In fact, in 2003 First-Class Mail volume was less than half of our total mail
volume ~ for the first time in our history.

President Bush's creation of a Commission to examine the Postal Service was an important
acknowledgement of the forces driving the need for change. 1 thank the Administration for its
willingness to take on this critical public policy challenge sooner rather than later. The
Commission’s report, defining a proposed vision for the future and recommending legistative and
administrative reforms needed to ensure the vitality of postal services for the American people,
adds greatly to this important conversation.

In particular, | would fike to recognize the efforts of the Treasury Department for its role in
implementing the President’s mandate. in addition, Commission Co-Chairs James Johnson and
Harry Pearce — and all of the Commissioners — are to be commended for their focus and
dedication to this task. They understocd the need to define a new business model to protect the
ability of the government to provide this vital service without undue expense to taxpayers or to
postal ratepayers. Most importantly, they understood the need to act before there is a crisis that
imposes hardship on the public.

Last month, the President urged Congress to enact postal reform legislation based on the five key
principles contained in the Commission’s final report.

The President's first principle is that a new legislative charter should implement best practices. It
should ensure that the Postal Service’s governing body is equipped to meet the responsibilities
and objectives of an enterprise of its size and scope.

In this area, the Commission recommends significant changes to our governing board. The nine
Governors of the Postal Service are today appointed by the President with the advice and
consent of the Senate, The law requires that no more than five may belong to the same political
party. This has allowed the Postal Service to enjoy bipartisan oversight for the last three
decades.
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We are concerned that the Commission’s proposed new Board of Directors could change this.
The President would appoint three Board members. They, in turn, would select the first eight
independent Board members, with the concurrence of the Secretary of the Treasury. After that,
independent members would be selected by the Board as a whole, with the concurrence of the
Secretary of the Treasury.

There would be no limits on the political affiliation of Board members, and only the President or
the Secretary of the Treasury could remove them. This couid result in a highly-partisan Board.
Moreover, the Senate’s current statutory role of “advice and consent” in connection with Board
appointees would be eliminated.

| ask that you keep these points in mind as you proceed with your consideration of this issue.

The Commission’s report also recognized that the Postal Service should take advantage of
corporate best practices that are necessary for long-term success in serving the nation.

in this regard, we have established and will continue the pursuit of strategic partnerships with the
private sector where they help us enhance efficiency, reduce costs or improve service. Areas
under review include mail transportation, retail operations, delivery service, and many other
activities that support our core business.

We will continue to work with the mailing industry to encourage and support the expansion of
worksharing where it makes sense. This provides mailers with strong financial benefits
encouraging the use of mail and contributes to more efficient operations for the Postal Service.

We will continue more innovative approaches to how we buy products and services. Our
transition to master buying agreements in key areas has saved $200 million in fiscal year 2003
alone. We will pursue every opportunity to benefit by similar agreements in as wide a range of
buying activities as possible. While we face statutory limitations on some of our buying activities,
we will also revise our purchasing regulations, within the scope of existing legislation, to reflect
corporate best practices that can improve our operating and administrative practices and ensure
that we receive maximum value with every purchase.

The second guiding principie identified by the President is transparency. This would ensure that
important factual information is made availabie to the public in a timely manner.

While the President’'s Commission noted that, in many respects, our reporting often exceeds what
is required of Federal agencies, the Commission recommends that our reporting match the level
of disclosure offered by our corporate peers. As you have heard from Chairman Fineman, the
Postal Service is making significant progress in enhancing its financial reporting in a number of
key areas. These inciude annual and quarterly financial reports and enhanced disclosure and
reporting of significant events. Management will continue to follow the guidance of the Postal
Service governors in this important area.

The third principle of reform identified by the President is flexibility. This would ensure that the
Postal Service's governing body and management have the authority to reduce costs, set rates,
and adjust key aspects of its business in order to meet its obligations to customers in a dynamic
marketplace.

In short, management needs the flexibility to manage. From my standpoint, | consider this the
litmus test for postal legislative reform.



48

We agree with the Commission that the Postal Service must have the flexibility to alter its retail
and processing networks to meet changing customer needs, provide increased access and
achieve greater operational efficiency. Yet the Commission’s proposed Postal Network
Optimization Commission could take away the Postal Service's existing authority to better
integrate and align its network.

Clearly, the expertise gained from day-to-day operation of the Postal Service’s network should
play a substantive role in any decisions to change that network, including any decisions to
consolidate or close processing facilities. Despite the rationale for its establishment, we believe
that any proposed network optimization process will lead to office-by-office or facility-by-facility
decisions, and, therefore, are more local than national decisions.

The Commission’s recommendations on rate setting would remove the determination of how
much money is needed to run the nation’s postal system from the operators — those with the day-
to-day responsibility of running the postal system — and transfer it to the proposed Postal
Regulatory Board. This would occur through the new rate-setting mechanisms recommended by
the Commission. At the very least, those provisions should recognize that the Postal Service is a
tabor-intensive industry which operates as part of our economy’s service sector.

We agree that there should be separate processes for pricing non-competitive and competitive
products and services. However, we believe that more work needs to be done to ensure that the
definitions of non-competitive and competitive products carefully reflect marketplace reality.

Another of the President's reform principles is a self-supporting Postal Service. This is intended
to ensure that a Postal Service operating with greater flexibility is financially self-sufficient,
covering all of its obligations.

Over the last few years, we have seen a growing consensus, within the mailing community and
through previous postal legislative reform efforts, for a pricing structure that will increase rate
predictability for customers and provide management with additional flexibility to respond to
market needs, while covering its costs. Certainly, the establishment of a new rates process that
provides management with greater flexibility will come with increased regulation to assure that
there are no abuses of monopoly pricing. Price caps are under consideration as a tool to protect
customers. They must also protect the Postal Service.

A properly constructed price-cap proposal can contribute to accomplishing these goals. But we
caution that such a cap must be carefully constructed so that it succeeds in driving maximum
operational efficiency, but does not undermine the legitimate financial needs of the organization
and the level of service provided.

To be effective, a price cap must rely on projections. In a stable market, such projections may be
reasonably accurate. in today’s dynamic communications and delivery environment, it could be
difficuit — if not impossible - to accurately forecast cost and revenue trends for the extended
period that would be covered by a price cap. Without some level of surety behind the projections,
actual market conditions could quickly render a price cap ineffective.

As an example, let us examine some relatively recent mail volume assumptions. At the beginning
of fiscal year 2001, the Postal Service published its Five-Year Strategic Flan for fiscal years 2001
through 2005. Management projections contained in the Plan built upon work undertaken in
conjunction with government and private-sector experts. That Plan recognized the potential for
diversion of some mail volume to electronic communications over time.

Based on historical trends, the Plan projected total mail volume of 230 billion pieces for fiscal year
2004. Even with the Plan’s “rapid diversion” scenario, we projected that mait volume would be
213 billion pieces in 2004.
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Today, using a likely “baseline” scenario that assumes a delayed economic recovery and current
rates of electronic diversion, our 2004 projection calls for 204.3 billion pieces of mail. A
“pessimistic” forecast, based on a longer-term economic slump and an increased rate of
diversion, projects mail volume of only 202 billion pieces in 2004.

We acknowledge, of course, the unanticipated consequences of the terrorist attacks of 2001 and
their magnifying effects on an already cool economy. However, the outiook for mail volume and
revenue growth for the next five years is less promising than the period covered by the previous
Strategic Plan. Major mail categories have experienced the greatest volume declines since the
Great Depression, and are expected to be weak into the future. While it is still not clear how
much of the volume loss is due to the current business cycle and how much is due to more
lasting factors of technological change and competition, there is ample evidence that both forces
are at work.

In short, a price-cap regime could bring some level of relief to a rate-setting process that severely
limits our ability to respond to real-time market dynamics. At the same time, we strongly believe
that marketplace uncertainties mandate that a price cap be just one element of comprehensive
reform legistation that provides the Postal Service with flexibility in other critical areas that could
offset a the limitations of a price~cap rendered less effective by unanticipated circumstances.

As an organization, we have reduced debt by more than one third. We are close to achieving our
“break-even” mandate, eliminating the negative equity that has accumulated over the last three
decades. We have become maore productive and efficient than ever. We cannot risk these very
real financial accomplishments, and their benefits to all mail users, by relying only on a limited
reform strategy of price caps.

Success in the area of self financing would also involve our ability to retain earnings. We agree
with the Commission that the Postal Service should have the opportunity to retain earnings — as
requested in our Transformation Plan. This would provide a revenue stream that could finance
capital expenditures and “smooth out” business cycle impacts on overall financial performance.
Yet there must be safeguards so that severely limiting price caps do not serve as an artificial
barrier to achieving retained earnings, and that retained earnings are sufficient to achieve their
purpose.

Financial self sufficiency may also require additional flexibility in product and service offerings.
We agree with the Commission, generally, in its description of the Postal Service’s core mission:
offering products and services directly related to the delivery of letters, newspapers, magazines,
advertising mail and parcels. But we do have concerns about the Commission’s recommendation
that the Postal Service be limited by statute to only those activities. We are facing an uncertain
future. The Commission’s own projections call for a mail volume decline of five percent by 2017,
and, for that same year, a Postal Service deficit of $8.5 billion. We strongly believe that it is
necessary for the Postal Service to maintain the flexibility to pursue appropriate revenue streams
to protect our ability to provide universal service. Our intention is that any such activity would be
in areas related to our core business.

The President's five principles for reform also include accountability. There can be no objection
to providing that a Postal Service operating with greater flexibility has appropriate independent
oversight to protect consumer welfare and universal mall service.

The Commission proposes that this oversight be largely provided by a new Postal Regulatory
Board, with discretionary policy authority in a wide range of areas, to replace the current Postal
Rate Commission, which has a more limited mandate.
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We understand the rationale for the discretion the President's Commission has defined for the
Postal Regulatory Board. Yet regulators are normally required to operate within limits and
guidelines. Regulated private companies and their shareholders have legal protections against
arbitrary action by the reguiator that the Postal Service woulid not have under a Postal Regulatory
Board model.

For instance, a Postal Regulatory Board, as envisioned by the Commission, can revisit the vital
national issues of the postal monopoly and universal service. From the perspective of the Postal
Service, these are clearly issues of broad public policy. They are not regulatory issues. Without
defined limits or guidelines, the regulator could conceivably limit the monopoly in such a way as
to jeopardize universal service or even redefine the scope of the nation’s mail service itself.

We agree with the Commission that the letter and mailbox monopolies are essential to support a
universal service mandate. Yet the Commission would give a Postal Regulatory Board the
authority to examine and modify these monopolies from time to time. We believe any
modification must be in the public interest, must not undermine the Postal Service’s ability to
maintain universal service, and must protect the security and privacy of what is placed in the
mailbox.

At the least, in the area of accountability, there should be standards drawing a clear line between
what is appropriately a managerial function within the oversight of the Governors or Directors,
what is a regulatory function committed to the regulator, and what is a public policy function
reserved to the nation’s lawmakers.

But accountability must be more than a function of external oversight. It must be a part of every
activity within our organization, as well. And we are working to expand accountability throughout
the Postal Service. Our new pay-for-performance system moves us further in this direction,
directly linking compensation for management employees to their achievement of specific
business goals. Individual performance indicators are aligned with customer service, revenue
generation, cost management and enhancement of a performance-based culture.

To the President’s list of five guiding principles for reform, | would add a sixth: a commitment to
the collective-bargaining process. The Postal Service has been, and continues to be, a strong
supporter of collective bargaining. Long-term financial and operational success, under any
maodel, will require its continuation. This process of give and take assures that the interests of our
employees — and the unions that represent them — are considered within the larger picture of the
Paostal Service’s financial situation and the needs of our customers.

We agree with the Commission that the Postal Service, its employees and the unions that
represent them would benefit by a more efficient collective-bargaining process. We also agree
that addition of @ mandatory mediation step - if negotiations have not resuited in a new
agreement — could help forge a final resolution or limit the issues that must be addressed if
interest arbitration becomes necessary.

As | mentioned, we have been very successful in cutting costs over the last four years. However,
in some areas, structural issues — particularly as they reflect employee benefits — prevent similar
success.

For example, in 2003 alone, benefit costs, including retirement contributions, health benefits,
retiree health benefits and workers’ compensation represented more than $13 billion — some 20
percent of our operating expenses. These costs continue to increase year to year at rates
beyond normal inflation. While the Postal Service does negotiate the employer share of health
benefit premium payments with its unions, the actual premium costs and the benefits offered by
the plan are established by the Office of Personnel Management. Similarly, the workers’
compensation program available fo our employees was established by statute and is
administered by OPM,
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Workers’ compensation represents a sizeable portion of our compensation and benefit costs. In
fiscal year 2003, $1.5 billion in workers’ compensation costs accounted for 2.9 percent of our total
$50.5 bilfion in compensation and benefit costs. At the end of 2003, total fiability for future
workers’ compensation costs was $7.1 billion. In addition to the $1.5 billion expense in 2003, an
additional $704 million was paid in compensation and benefit costs for employees with work-
related injuries in either limited duty or rehabilitation positions. And, despite growth in workers’
compensation costs, our on-the-job iliness and injury rates have been declining.

These amounts do not inciude the liability for Post Office Department compensation claims
incurred before postal reorganization. Under the Postal Reorganization Act of 1971, the U.S.
Government remained responsible for payment of all Post Office Department workers’
compensation claims incurred before July 1, 1971. However, under the Balanced Budget Act of
1997, the remaining liability for these claim costs, estimated at $258 million, was recorded as an
expense by the Postal Service. The liability for these Post Office Department claims at the end of
fiscal year 2003 was $122 million.

The magnitude of workers’ compensation costs has been a concern since the early days of postal
reorganization. Although these costs were moderate in the years immaediately following
reorganization, they grew significantly with the 1974 amendments to the Federal Employees
Compensation Act. Among other changes, these amendments eliminated the reduction in the
level of workers' compensation benefits at age 70 and changed the three-day waiting period
before benefits could be paid. The waiting period was moved from three-days after the date of
injury to three days after the end of the 45-day period of continuation of pay received from the
Postal Service by an injured employee.

Employees who receive benefits through the Office of Workers' Compensation Programs receive
either two-thirds or three-quarters of their basic salary, based on their dependent status. These
payments are nontaxable. In many cases, these compensation payments can be as much as 25
percent more than what the employee would receive in comparable retirement payments through
the Office of Personnel Management.

Comparing two individuals, each at age 55 with 30 years of service at the end of 1993, and each
at level 5, one of the most common pay grades, we find a disturbing disparity. One selects
optional retirement from the active workforce and the other continues to receive workers’
compensation benefits. Over a ten-year period, the individual who chose not to retire, but to
continue receiving workers’ compensation benefits, receives $95,000 more than the employee
who chose to retire. And, for the individual receiving workers’ compensation benefits, an annuity
based on a higher earnings history results in a higher survivor annuity. This disparity in payment
actually serves as a disincentive to retire, driving up workers compensation costs for the Postal
Service.

A recent audit by the Postal Service's Office of Inspector General found that more than 2,000
Postal Service employees age 65 or older are on OWCP's periodic rolls; of that number, 382 are
89 or older. More than 3,000 of our employees have been on the periodic rolis for at least 20
years; 81 of these employees for at least 40 years.

While the Postal Reorganization Act of 1970 requires the Postal Service to bargain with its
unions, workers’ compensation was specifically excluded.

The President’s Commission recommends that collective-bargaining include the ability of the
parties to negotiate for benefits as well as wages. We agree with this position and emphasize
that it is not our intention to reduce the benefits already enjoyed by current and retired Postal
Service employees. Benefit negotiations would affect only eligible employees entering the Postal
Service following the conclusion of negotiations.
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We disagree with the Commission in its recommendation that the proposed Postal Regulatory
Board determine the range within which wages would be negotiated. Such authority could
impede the ability of the parties to successfully negotiate agreements and should not be within
the role of the regulator.

Since the advent of collective bargaining in the Postal Service in 1971, there have been voices
from all sides on whether postal wages were or were not comparable with private-sector wages,
as required by current law. The Commission has taken the position that the proposed Postal
Regutatory Board should make a “comparability” determination that would presumably end that
argument. We believe this is unwarranted. Comprehensive reform legislation that would allow
the parties to negotiate wages, hours, conditions of employment, and all benefits would make the
perceived need for such a determination unnecessary. The Postal Service and its unions must
be permitted to engage in direct negotiations which balance the needs of all parties without
imposing the results of any specific comparability determination.

Speaking to you today, | am reminded of the efforts in the late 1960s to define a new and better
model for the postal system in the United States. At a hearing not unlike this one, one of my
predecessors, Postmaster General Larry O'Brien was asked by Representative Tom Steed,
Chairman of the House Appropriations Subcommittee:

General, would this be a fair summary: that at the present time, as manager of
the Post Office Department, you have no control over your work load, you have
no control over the rates of revenue that you are able to bring in, you have no
control over the pay rates of the employees that you employ, you have very little
control over the conditions of the service of these employees, you have virtuaily
no control, by the nature of it, of the physical facilities that you are forced to use,
and you have only a limited confrol at best over the transportation facilities that
you are compelled to use . . . This is a staggering amount of “no control” in terms
of the duties you have to perform.

Postmaster General O'Brien agreed.

And, in reviewing the details of some of the Commission’s recommendations, particularly those
related to the Postal Regulatory Board, | feel somewnhat like Larry O'Brien did. In return for some
basic elements of rate-setting flexibility, the Postal Service is asked to cede a staggering amount
of control in areas that ~ for both government and the private sector ~ are traditionally at the core
of the decisions and responsibilities of management.

The mail is today — and will remain for many years to come — a critical element of our nation’s
infrastructure. We believe there is a proper balance between increased flexibility for the Postal
Service and an effective level of independent oversight. In achieving that balance, we have the
opportunity to create a legacy of customer-responsive service that serves everyone in our nation
equally — and equally well.

t am encouraged by the interest of this Panel in holding a series of hearings {o review the issue of
legislative modernization within the perspective of the recommendations of both the President’s
Commission and the President’s principles of reform. Through its actions of the past year, the
administration has added a new voice to the important conversation about the future of America's
mail system. Itis not a conversation that can be fimited to the Postal Service and its industry
partners. Itis a conversation that will result in broad public policy decisions that will affect every
family, every business and every community in the nation. For that reason, the decisions that
are made must be in the public interest and they must reflect the will of both the Congress and
the Administration.
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Earlier in my testimony, | mentioned the effect of Civil Service Retirement System reform
legisiation on the Postal Service's finances. While this law has provided benefits ta the Postal
Service and those it serves, it has also resulied in a number of challenges.

First, the legislation shifted the responsibility of funding CSRS retirement benefits earned by
postal employees while they served in the military from the Treasury to the Postal Service. This
transferred an obligation of more than $27 billion from taxpayers to postal ratepayers. Of this
amount, $17 billion represents retroactive payments of funds (including imputed retroactive
interest) already provided to annuitants by the Treasury between 1971 and 2002. In most cases,
these costs continue to be paid through general appropriations. The Postal Service does not
receive general appropriations: our operations are funded by the revenue generated by the sale
of postal products and services. These military retirement costs have no connection to the
operation of the Postal Service or to the services rendered to our customers now and in the
future. In fact, more than 80 percent of that financial obligation is the resuit of military service
performed before the Postal Service was created. it includes service in World War i, Korea and
Vietnam.

The President's Commission recommends that military service costs not be borne by the Postal
Service. We agree with the Commission on this issue, as we indicated in the report which we
provided in compliance with your requirement in the reform legisiation. While, in their recent
review of this issue, the General Accounting Office and the Office of Personnel Management
suggest that it might be reasonable to argue that the Postal Service should be responsible for
these costs, because it hires an employee knowing of past military service, we disagree with their
reasoning and position as being counter to public law and policy, since military service has no
direct bearing on postal operations and all taxpayers benefit from military service.

The CSRS payment reform legislation also asked the Postal Service for its proposals regarding
the use of the “savings” resulting from the act, beginning in 2006. Those “savings” would be
placed in an escrow account pending Congressional authorization about how they would be used.

| would like to take a moment to explain these “savings.” They represent the difference between
the Postal Service's new CSRS payment schedule and the old. They represent an adjustment of
payments, costs we will not have to pay in the future. But simply because we will not be liable for
these costs in the future, does not mean that there will be a reserve of actual cash waiting to be
diverted to other purposes. Rather than building cash, the "savings” are used to fund normal
inflationary cost increases such as Cost-of-Living Allowances and general pay adjustments
required by collective bargaining agreements, increased health care benefit expenses for
employees and annuitants, and growth in non-personnel expenses for fuel, utilities and materials.

For the period from 2003 through 2005, there are actual funds available — savings - to use for
other purposes. This is because the postage rates now in effect were computed based on our
former, higher CSRS payment schedule. A percentage of the price of every postage stamp has
been earmarked for those payments. And, as the law requires, today's savings are contributing
to debt reduction, both last year and this year, and to hold postage rates steady through 2005.

But by 2006, inflationary cost increases will have whittled away the financial benefit of lower
CSRS payments. Even without the escrow requirement, we expect that we will have to raise
rates in 2006. With the escrow requirement, postage rates will have to rise even more then is
necessary to reflect inflation — some have suggested that the increase would be in the double
digits. This is because the new rates would have to generate the revenue fo cover what is being
called the “savings,” the difference between the old and new CSRS funding schedule.
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With a continuing, future, escrow-funding requirement, we would have to continually and
frequently increase rates simply to fund the escrow account. As | mentioned, this “hands-off”
fund could be spent by the Postal Service only with Congressional authorization. Thus, without
further legislation, the benefits enjoyed by every mail user in the nation — business, nonprofit and
consumer ~ would evaporate as early as 2006 through the higher rates required to fund the
escrow account. This would put postal customers back where they started before the legislation
was enacted — reinstating the very over-funding the legislation was designed to correct.

We propose that the escrow account be eliminated. We have also offered two alternative
proposals.

First, if the $27 billion CSRS military funding requirement is transferred back to the Treasury, the
Postal Service would have fully funded and, in fact, over-funded its CSRS payment obligation by
$10 billion. We would then be in a financial position to pre-fund retiree health benefit obligations
on a current basis for all employees and retirees. This is our preferred alternative.

Our second proposal is based on the CSRS military funding requirement remaining an obligation
of the Postal Service. If that is the case, the Postal Service proposes that the savings from the
account be used to begin pre-funding post-retirement heaith benefit costs for newly hired Postal
Service employees.

We are pleased that the General Accounting Office found that both of our proposals were
consistent with the CSRS funding reform law.

The Postal Service’s preferred proposal responds to the Sense of Congress regarding the
appropriate use of “savings” under the Act and re-directs nearly all Postal Service over funding of
CSRS to pre-fund retiree health benefits. As disclosed in our 2003 Annual Report, we estimate
the value of this long-term obligation as being between $47 and $57 billion as of the end of FY
2003. Under this preferred proposal, we estimate that in 2006 alone, at the inception of the
proposed plan, we would contribute $5.0 billion to the Postal Service retiree health benefit fund.
This amount is $1.2 billion greater than the CSRS and retiree health benefit funding we would
provide under current laws. | should point out that the USPS is the only federal agency that pays
directly for retiree health benefit costs.

This preferred proposal uses Postal Service funds for recognized Postal Service obligations, the
legitimate business purpose for which these funds were collected from postal ratepayers over the
last 32 years. In pre-funding retiree health benefits as we propose, the Postal Service will reduce
the pressure on rates, lessen the burden on future postal ratepayers, and help strengthen the
long-term promise of providing universal mail service to the American public.

in connection with the escrow provision, and at the request of Special Panel Chairman McHugh,
Committee Chairman Davis and Committee members Henry Waxman and Danny Davis, we will
be providing additional information about how our Five-Year Capital Plan ties both to our
Strategic Plan and Transformation Plan. Through our Five Year Strategic Pian — which fully
complies with the Government Performance and Results Act — and our recent Transformation
Plan Progress Report, we have reported to Congress on our plans and the state of our progress.

We believe, however, that using the escrow requirement as an additional oversight mechanism
simply is not necessary and, further, will force the Postal Service to raise rates to generate
billions of dollars in revenues over which we can exercise little control. We believe that our
preferred proposal, under which military pension costs are the responsibility of the Department of
the Treasury, and the Postal Service prefunds retiree health benefits, is in the best interests of
the American taxpayers as well as all postal stakeholders. As the GAO has recognized, this
proposal achieves a fair balance between current and future ratepayers while allowing the Postal
Service to prefund a greater portion of its long-term obligations.

"
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At this point, | should mention that, as provided for in the Pension Reform Act, the Postal Service
has filed an appeal with the Board of Actuaries of the CSRS pertaining to the methodology OPM
used in determining Postal Service CSRS obligations. The allocation method proposed by OPM
burdens the Postal Service with an inequitable allocation of CSRS costs. We proposed an
alternative method that we regard as more equitable and consistent with allocation methodologies
previously used by OPM.

Accordingly, we have asked the Board of Actuaries to reconsider, review and make adjustment to
the methodology and determinations made by OPM in this matter. With the refinement we have
proposed, the Postal Service could immediately fund its full current obligation for retiree health
benefits and pre fund remaining retiree health care costs on a current basis as recommended by
the GAO,

Mr. Chairman, | have been asked for my vision of the Postal Service. We need a Postal Service
that has the incentives necessary to improve service and productivity. We need a Postal Service
that is given the flexibility to reduce costs. We need a Postal Service that has the ability to
implement rates that are responsive to the market and that will mitigate large rate increases that
have become counterproductive.

We need a Postal Service that has the ability to work with and treat customers as individuals with
individual needs. We need a Postal Service where our products, services and systems are
available to those we serve where they are located, not just where there are Post Offices. Finally
- and importantly — we need to retain a motivated and informed workforce to provide universal
service to every home and business in the nation.

1 look forward to working with this Panel and others in Congress to identify the business model
that will enable the Postal Service to serve everyone in America, today and far into the future.

| pledge to provide the cooperation, the resources and the support that will enable us to do that.
We cannot afford to do otherwise.

Thank you. | will be happy to answer any guestions you may have.

# # # #
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Mr. McHUGH. And I certainly want to associate myself with the
words of the chairman of the Postal Board of Governors with re-
spect to the great work you have done, Jack. We appreciate that
effo(rit and look forward to our continuing partnership in that re-
gard.

I would note we were just notified that sometime, 3:15, 3:30, we
are going to have votes. I would therefore suggest, and that is all
we can do in this great democracy, suggest our last two witnesses
do the best they can, and I would like to at least get through the
oral presentations prior to the vote. I think that would facilitate all
of our schedules. So to the extent that is possible, we appreciate
your cooperation.

With that, Mr. George Omas, whom I said is no stranger to this
Hill, and certainly spent long and very dedicated service in the
Post Office Civil Service Committee in his previous life, and now
serves, of course, as chairman of the Postal Rate Commission.
George, welcome. We look forward to your comments.

STATEMENT OF GEORGE A. OMAS, CHAIRMAN, U.S. POSTAL
RATE COMMISSION

Mr. OMAS. Thank you, Mr. Chairman.

Mr. Chairman, members of the committee, thank you for inviting
me to present testimony to the Special Panel on Postal Reform and
Oversight of the Committee of Government Reform. I am pleased
to have the opportunity to discuss the need and prospects for com-
prehensive postal reform, focusing on the five principles recently
suggested as guides by the administration.

Starting with your efforts almost 8 years ago, Mr. Chairman,
there has been a gradual awakening to the necessity and potential
benefits of modernizing the Postal Service. The administration
should be commended for bringing this issue of postal reform to the
forefront of public debate by establishing a blue ribbon commission
to review the problems and then releasing its five principles for
postal reform. We at the Postal Rate Commission agree that mod-
ernization is essential, that legislation is necessary to accomplish
it, and that these five principles provide a sound foundation for
going forward.

The administration calls for the Postal Service to implement cor-
porate best practices to meet its responsibilities and objectives. The
President’s Commission suggested that the Postal Service’s Board
of Directors and senior management need greater flexibility to
manage without some limitations imposed by current statutory con-
straints. To counterbalance greater management independence, the
Commission also recommended that a postal regulatory board be
vested with broad authority to set the public policy parameters
within which the Postal Service is allowed to operate. I support, as
does the Commission, enhancing both Postal Service flexibility and
accountability. This balanced approach is directly in line with the
principles proposed by the administration.

One area where additional flexibility is possible is rate-setting.
The new ratemaking system envisioned by the President’s Commis-
sion has several potential virtues, including reduction in adminis-
trative burden and uncertainty about pending rate changes. How-
ever, it would also limit the opportunity for parties who might be
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affected by rate changes to participate in the process, and severely
curtail the amount of time available for evaluating the justification
for above-inflation rate increases. Congress should carefully con-
sider the views of mailers and other stakeholders on this issue.

The President’s Commission recommended a new regime of pub-
lic accountability by the Postal Service, including the establishment
of a postal regulatory board vested with substantial expanded au-
thority. The President’s Commission also recommended that the
Postal Regulatory Board have authority to hear and resolve a vari-
ety of complaints, thereby supplying a substantial amount of public
protection not available under current law. I believe that providing
regulators with authority to order appropriate remedial action
when a complaint is found justified should limit the current con-
cern that the Postal Service is not sufficiently accountable. The
President’s Commission also recommended that the new regulator
be assigned oversight on the scope of both postal monopoly and its
universal service obligation. The Commission provides a sound
public policy rationale for assigning these functions, but criteria for
defining the appropriate scope of Postal Service operations should
be clarified. The PRC suggests that any legislation implementing
postal reform should explicitly direct the regulatory body to con-
sider preserving an adequate level of universal service as the prin-
cipal criterion when reviewing the scope of the postal monopoly.

Last, Mr. Chairman, I cannot overemphasize the importance of
ensuring that the reformed Postal Service become financially trans-
parent, as the President’s Commission recommended. In the Postal
Rate Commission’s view, establishing a financially transparent
Postal Service is essential to assuring that it will function as a suc-
cessful, performance-driven public service in the future. Further-
more, financial transparency—in the form of immediately acces-
sible basic data about Postal Service finances and operation—will
be an indispensable tool for implementing effective regulatory over-
sight of a transformed Postal Service.

Mr. Chairman, I believe we all recognize that fostering a finan-
cially self-sufficient Postal Service that will be able to cover all of
its anticipated financial obligations is the primary challenge of
postal reform. However, in moving to improve the Postal Service’s
“bottom line,” care should be taken to assure the preservation of
the Postal Service’s honored tradition of binding the Nation to-
gether by making affordable services readily available to all. Amer-
icans trust their Postal Service to meet their needs regardless of
geographic location or economic circumstances. This trust has been
earned through decades of dedicated service and it must not be
squandered.

Mr. Chairman, thank you for the opportunity to present my
views, and I look forward to working with you and the committee.
And should any of you need anything from the Rate Commission,
we would be most happy to oblige.

Mr. McHUGH. Thank you very much, Chairman Omas.

[The prepared statement of Mr. Omas follows:]
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TESTIMONY OF GEORGE A. OMAS
CHAIRMAN, POSTAL RATE COMMISSION
BEFORE THE SPECIAL PANEL ON POSTAL REFORM
OF THE COMMITTEE ON GOVERNMENT REFORM

January 28, 2004

Mr. Chairman, members of the Committee, thank you for providing me the
opportunity to present testimony to the Committee on Government Reform’s
Special Panel on Postal Reform and Oversight. This hearing is for the purpose of
discussing the need and prospects for comprehensive postal reform, with a focus
on the five principles suggested as guides by the Administration.

The Postal Rate Commission (PRC) commends the Administration for
bringing the issue of postal reform to the forefront of public debate by releasing its
five principles for postal reform. We wholeheartedly endorse these principles and
believe that the entire postal community owes the Administration a debt of
gratitude for its timely effort. The Administration’s postal reform initiative is a
direct product of the exemplary work done by the President's Commission on the
United States Postal Service (President's Commission) last year. The PRC
believes that the President's Commission has done an extraordinary job of
synthesizing a huge amount of information from diverse sources into a cogent and
persuasive call for reform.

As | reviewed my materials on recent postal reform efforts, | came to see a
distinct pattern. Starting with the efforts of Chairman McHugh almost eight years
ago, there has been a gradual awakening to the potential benefits of modernizing
the Postal Service. 1 think it is now evident that such modernization is essential.
Furthermore, 1 think there is widespread agreement that legislation is necessary
to facilitate modernization.

The Administration has called upon Congress to enact comprehensive
postal reform legislation to ensure continuity in the effective operation of the
nation’s universal postal system. 1t sets forth five policy guidelines for achieving
that objective, beginning with the Postal Service's implementation of corporate
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“best practices” to meet its responsibilities and objectives. | wholeheartedly
endorse the Administration’s recommendation to introduce "best practices,” but
will leave it to the Postal Service, the General Accounting Office (GAO) and other
reviewers to comment on the specifics of that recommendation.

My testimony will begin by reviewing the report of the President’s
Commission as it relates to the principles and basic policy choices it
recommends. Following that, | will address each of the remaining four principles

espoused by the Administration for guiding postal reform legisiation. These are:

. Enhanced Postal Service flexibility, and its responsible exercise;

. Accountability, and the mechanisms for ensuring it;

* Financial self-sufficiency, and guaranteeing faimess to stakeholders;
and

* Transparency, and its essential importance to effective postal
reform,

FACTUAL AND POLICY BASES OF PRESIDENT'S COMMISSION'S
RECOMMENDATIONS

In its report, the President’s Commission addresses the subject of
reconfiguring a national postal system with a decidedly uncertain future. The
President’'s Commission finds that: “Universal postal service remains vital to the
nation and its economy at the dawn of the 21 century.” Report at vii. Largely on
this ground, the President’'s Commission states its belief that the United States
Postal Service “should remain an independent entity within the executive branch
of the Federal government with a unique charter to operate as a self-sustaining
commercial enterprise.” Id. atix. Atthe same time, however, it identifies
significant challenges to maintaining viable universal service in the future. The
report states:

Unfortunately, the institution that delivers it is in significant
jeopardy. Buffeted by the mounting costs of an inefficient
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Id. at vii,

delivery network and the popularity of electronic mail, the
Postal Service has more than $90 billion in debts and
unfunded obligations and an unstable financial outlook.
Absent fundamental reforms, the risk of a significant
taxpayer bailout or dramatic postage rate increases looms
large.

The report identifies and discusses several practical obstacles to the

continued successful operation of a universal mail service. These include:

A long-term decline in the rates of volume growth of First-Class Mail
and Standard Mail, exacerbated by the threat of diversion to cheaper
electronic alternatives;

Rising operating costs, resulting from an aging infrastructure and large
employee base; and

Accumulated debts and liabilities reaching “destabilizing” levels, which
may only increase as expenses outpace the growth of operating
revenues.

While the report notes that the Postal Service has made substantial progress in

realizing cost savings through action under its Transformation Plan of April 2002,

it anticipates that the Service may experience significant — and rapidly ballooning

—deficits within a few years, even if stamp prices continue to rise with inflation.

In light of its findings on the current state and future prospects of the Postal

Service, the President's Commission concludes that the nation faces a

fundamental policy choice: to prepare to pay — either through taxation or postal

rate increases — for increasingly dated and costly mail service, or to “permit an

ambitious modernization that embraces proven business strategies, private-sector

partnerships and new technologies to rein in costs aggressively and improve

service.” Id. at vii.

The President’s Commission unequivocally recommends the latter course.

In addition to adopting corporate “best practices,” the Commission recommends
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that the Postal Service introduce transparency to measure and report information
on its product costs and performance; be afforded enhanced flexibility to reduce
costs, set rates, and adapt to a dynamic marketplace; be made accountable
through the exercise of strong independent oversight in order to protect consumer
welfare and universal mail service; and exercise its newfound flexibility to become
financially self-sufficient and cover all its obligations.

The Postal Rate Commission fully supports these recommended initiatives
for improving‘the likelihood that the nation will continue to receive superior postal
service in the coming decades. It also stands ready to fulfill whatever role may be
found appropriate and necessary for achieving that goal. The remainder of my
testimony today explores policy and practical considerations likely to arise in the
process of implementing the recommendations made by the President’s

Commission.

ENHANCED POSTAL SERVICE FLEXIBILITY AND ITS RESPONSIBLE
EXERCISE )

The President’'s Commission recommends that the Postal Service's Board
of Directors and senior management be afforded greater flexibility to manage
without limitations imposed by statutory constraints. Specifically, it recommends
that: (1) Postal Service management should be given flexibility to implement
corporate best practices; (2) the Service should be allowed to set rates within
limits established by a new Postal Regulatory Board (Regulatory Board or PRB);
(3) the Service should no longer be subject to the $3 billion sub-limits on annual
borrowing for capital and operating needs; and (4) the Service should be able to
retain earnings subject to limits established by the PRB. /d., Appendix C,
Recommendation C-2. To counterbalance more independent management, the
President's Commission recommends that a Postal Regulatory Board be vested
with “broad authority to set the public-policy parameters within which the Postal
Service is allowed to operate.” The Commission emphasizes that its
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recommendations are contingent on a strong, independent Regulatory Board with
a clear mandate to protect the public interest.

| endorse the balanced approach to enhanced Postal Service flexibility
recommended by the President’'s Commission. However, | believe that it is
appropriate for Congress to consider how the Service may appropriately exercise
its newfound flexibility in the future, especially with regard to ratesetting.

The President’'s Commission contemplates that, following a PRC
proceeding to establish "baseline” rates, the Postal Service would be afforded
pricing freedom within broad constraints. Rates for non-competitive (monopoly
and market-dominant) products could be set at whatever level management
chooses so long as they meet two tests: rates for each product must cover its
costs, and rates for a product may not increase faster than an inflation-related
metric established by the regulator. Rates for competitive services would be
required to recover all their allocable costs to assure that cross-subsidies from
non-competitive products do not oceur.

While the President’'s Commission correctly anticipates that the Postal
Service is likely to find this new pricing freedom useful, it does not offer specific
public policy guidance on how its benefits should be distributed among
ratepayers. Current postal law directs the PRC to consider a variety of pricing
factors in recommending rate levels — for example, “the educational, scientific,
and informational value to the recipient of mail matter.]” [39 U.S.C. § 3622(b)(8).]
If a flexible pricing regime is to be adopted, Congress may wish to consider
articulating the public policy considerations that are appropriate for guiding the
Postal Service's discretionary pricing decisions.

MECHANISMS OF ACCOUNTABILITY AND PUBLIC RESPONSIVENESS

The President’'s Commission’s report concludes that: “The Postal
Service's need for oversight today is as broad as the PRC’s authority is narrow.”

(Report at 55.) On the basis of this assessment, the Commission recommends
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that a Postal Regulatory Board be vested with substantially expanded regulatory
authority. The Regulatory Board's authority would encompass not only
ratemaking matters such as appropriate cost allocations, the prevention of cross-
subsidies, and extraordinary (above inflation) rate increases for non-competitive
products and services, but also oversight of the appropriate scope of the postal
monopoly, proposed changes to service standards, and the scope of the universal
service obligation. The PRB would also be tasked with ensuring the Postal
Service's financial transparency, the comparability of its employee compensation
{o private sector benchmarks, and the consistency of its level of accumulated
retained earnings with the public interest. (Report at 56, Exhibit 4-1.)

The PRC fully agrees with the President's Commission’s premise in this
area: that the enhanced level of autonomy it recommends for the Postal Service
in its future operations should be matched by a correspondingly rigorous degree
of public policy oversight. Particularly in light of the Postal Service's retention of
the letter and mailbox monopolies, strong regulatory oversight is a crucial element
of comprehensive postal reform. Further, the successful operation of the
recommended system of regulatory oversight will depend on vesting the regulator
with sufficient discretion to achieve a balance between potentially competing
interests and potentially competing objectives.

A New System of Rate Regulation

The President's Commission recommends that the Regulatory Board,
among other functions, exercise broad public policy oversight to ensure that
revenues from non-competitive products are not used to subsidize the provision of
competitive services. This recommended duty appropriately recognizes the
importance of preventing such cross-subsidies to both users of monopoly services
such as First-Class Mail, and to private sector firms that should be protected from
unfair competition from their government.

The Regulatory Board would also oversee Postal Service cost recovery,
ensuring that its costs are appropriately distributed across its competitive and
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non-competitive products and services. The PRC'’s institutional experience
confirms the importance of this analytical function. Such analysis is necessary for
verifying that cross-subsidies between services are not occurring.

The President’'s Commission contemplates that the rates for non-
competitive (monopoly and market-dominant) products also could be set at
whatever level management chooses so long as they meet two tests: rates for
each product must cover its costs, and rates for a product may not increase faster
than an inflation-related metric established by the regulator. The first test exists
today, and is well understood. The second test is new, and the President’s
Commission views it as an important incentive to make the Postal Service
manage itself more efficiently,

After rates have been established in a baseline case, the President's
Commission suggests that no major rate litigation would be necessary. It
proposes that all rate matters before the Postal Regulatory Board be limited to
written submissions and be conducted in 60 days. The PRB would then direct the
Postal Service to implement whatever rate changes are found appropriate.

This system has several potential virtues. It would not be burdensome to
either mail users or the Postal Service, and would rapidly resolve the potential
uncertainty of “proposed” rate changes. However, because it would limit the
opportunities of parties who might be affected by rate changes to participate in the
process, and also severely curtail the amount of time available for evaluating the
justifications for change, Congress should hear and carefully consider the views
of mailers and other stakeholders on this recommended change.

B. Postal Monopoly and Universal Service

Another essential responsibility of the Regulatory Board involves the
recommended oversight of both the scope of the Postal Service's monopoly and
that of its universal service obligation. The President's Commission report
recommends that the PRB’s roles include “defining the scope of the postal

monopoly, refining the appropriate components of the universal service obligation,
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and establishing the bright-line boundaries between the postal monopoly and
competitive markets.” (Report at 62.) The Commission provides sound public
policy rationales for assigning these functions. (Report at 65.) However, the
general criteria for defining the appropriate scope of Postal Service operations
may merit further clarification before legislation is enacted.

Historically, a premise of postal policy has been that the purpose of the
monopoly is to assure the preservation of a satisfactory level of universal service.
The PRC suggests that any legislation implementing postal reform shouid
explicitly direct the regulatory body to consider preservation of an adequate level
of universal service as the principal criterion when reviewing the scope of the
postal monopoly.

Under the President’'s Commission’s recommendations, the Regulatory
Board would also exercise two new forms of oversight regarding services the
Postal Service provides. First, the PRB would monitor the types of products and
services offered by the Service to ensure it does not exceed its core mission.
Second, the Regulatory Board would review changes in service standards -
proposed by the Postal Service that might have a substantial negative national
impact.

The first function presumes that new legislation will clarify national policy
on the appropriate areas of Postal Service business. The Postal Service's
provision of “non-postal” services, and their relation to the Service’s core postal
functions, have given rise to vexing policy questions — and several contentious
PRC proceedings — in recent years. The second function would expand a
jurisdictional duty currently performed by the PRC, and would affirmatively
contribute to safeguarding the public interest in preservation of the quality of
services provided by the Postal Service.

The President’s Commission further recommends that the Regulatory
Board exercise public policy oversight over two fundamental features of the

nation’s postal system: the appropriate scope of the Postal Service's monopoly,



66

Testimony of George A. Omas Page 9 of 14
January 28, 2004

and that of the universal service obligation. Currently, the Postal Service
exercises broad responsibility for defining the nature of universal service and the
scope of its monopoly. This recommendation of the President’'s Commission
would transfer this governmental responsibility from the operator of the postal
system to the regulatory agency that would oversee the operator. Transferring
these functions as recommended by the Commission involves issues of national
postal policy worthy of congressional consideration.

C. Expanded Authority to Hear Complaints

The President’'s Commission recommends that the Postal Regulatory
Board hear and resolve a variety of complaints from the public. The PRB would
consider complaints that rates are unlawful either because of alleged cross-
subsidy, or because rates are inconsistent with applicable ceilings. Additionally,
the Commission contemplates the Regulatory Board hearing complaints that the
Postal Service is acting unlawfully, for example by entering a market outside the
scope of its mission. (Report at 65, 68.)

The Complaint process envisioned by the President’'s Commission supplies
a substantial amount of public protection not present in the current law. The
Postal Regulatory Board would be expected to promptly hear, and resolve,
complaints that the Postal Service was acting contrary to public policy. Providing
the PRB with a.uthon'ty to order appropriate remedial action when a complaint is
found justified (Recommendation C-4) should substantially eliminate current
concerns that the Postal Service is not held accountable for its acts.

Public protection would be strengthened even more if the complaint
process suggested in the President’'s Commission report were augmented by
authorizing the Postal Regulatory Board to initiate proceedings whenever it has
good cause to believe that existing rates are contrary to law. This might occur if
rates for a product have fallen below properly allocated costs, or if Postal Service
retained earnings grow to exceed applicable limits. Even with the expedited
procedures recommended by the President's Commission, many small and
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medium sized mailers might not wish to commit resources to pursuing an
administrative complaint. Mailers’ confidence in the fairness of the system will be
enhanced by the knowledge that an independent agency is authorized to initiate
proceedings to assure that rates conform to statutory standards.

The PRC suggests that it would be consistent with the goals of
accountability and public policy oversight to allow the Regulatory Board to hear
not only complaints concerning new discounts, but also complaints alleging that
changes in processing procedures, or other events, have caused existing
discounts to exceed savings to the Postal Service. Additionally, public confidence
that rate discounts are fair would be enhanced by making the independent
regulator, as well as the Postal Service, responsible for ensuring that worksharing
discounts do not exceed actual savings. This responsibility could be exercised by
initiating a complaint proceeding to evaluate questionable existing discounts.

The same considerations are applicable in the area of negotiated service
agreements (Recommendation P-5). The President's Commission suggests that
the Postal Regulatory Board should develop general criteria for such agreements
and conduct after-the-fact reviews if a written complaint is filed. However, public
confidence in the integrity of the system would be enhanced if the independent
regulator was responsible for assuring that every negotiated service agreement
between mailers and the Postal Service is consistent with applicable policies,

whether or not a private party files a complaint.

FINANCIAL SELF-SUFFICIENCY AND FAIRNESS TO STAKEHOLDERS

The President's Commission recommends that the Postal Service,
reconfigured to operate with enhanced management flexibility, become financially
self-sufficient and thereby cover all its anticipated obligations. in this respect, the
Commission recommends retention of a prominent policy feature of the 1970

Postal Reorganization Act.
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Recognizing the challenges this goal presents for the future, the
President's Commission recommends measures it believes will contribute to
ensuring future financial self-sufficiency. These include a more flexible pricing
regime together with various strategies for improving the Postal Service's "bottom
line"— optimizing its mail processing and distribution infrastructure, improving its
management of real estate assets and procurement, partnering with the private
sector to realize additional operating savings, and developing a workforce
appropriate to fulfilling its universal service obligation.

Obviously, Congress must carefully consider and weigh all of these
recommendations in developing postal reform legislation. In doing so, care
should be taken to assure the preservation of the Postal Service’s honored
tradition of binding the nation together by making affordable service readily
available to all. Americans trust their Postal Service to meet their needs,
regardless of geographic location or economic circumstances. This trust has
been earmed through decades of dedicated service, and it must not be
squandered.

At the same time, deliberations on the various measures recommended by
the President's Commission should anticipate and provide for the needs and
interests of the many stakeholders in the postal system. Public acceptance of
needed changes is likely to be strongest if all potentially affected interests are
given a “seat at the table” to express their concerns and participate in fashioning
an acceptable final product. In addition to considering proposals on their merits, |
also believe care should be taken to provide against unintended and unforeseen
adverse consequences of their operation.

The system of rate regulation recommended by the President’s
Commission would appear to raise several such concerns. First, because the
strongest form of rate regulation would apply to non-competitive services
(including First-Class Mail), there would be a natural incentive to control costs by

all means available — including measures that might compromise the level of
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service provided to users. While the President's Commission recommends that
the Postal Regulatory Board be assigned jurisdiction over proposed changes in
service standards that may have a substantial negative national impact, it does
not explicitly address potential erosion in service levels that might result from
cost-cutling programs. For this reason, in the PRC'’s view, the regulator should
also have authority to ensure that appropriate levels of service are maintained.

Furthermore, should the Postal Service seek to raise rates for non-
competitive mail above the applicable inflation-based cap, there may be sound
policy reasons for allowing captive customers to do more than just submit written
protests, as proposed. The President’'s Commission evidently believes that there
are so many cost cutting opportunities available to the Postal Service that years
should pass before rates might have to increase above the rate of inflation.
However, if this view turns out to be overly optimistic, captive mailers could be
subject to repeated increases in excess of inflation with no opportunity to explore
the causes of those increases.

The President's Commission seems to believe that as long as rate
increases are moderate, even captive monopoly mailers have no grounds for
complaint. When increases exceed the rate of inflation, however, the justification
for allowing postal mahégjefneni to impose ever-increasing burdens with only
minimal user participation largely disappears.

This is not a purely theoretical problem. In a past general rate case (PRC
Docket No. R94-1) the Postal Service proposed a rate increase of 34% for In-
County publications. These mailers had been in discussions with the Service
about data discrepancies before that case was filed, but without satisfactory
resolution. After the Postal Service filed its request, affected mailers intervened
and directed discovery to the Postal Service that forced it to acknowledge data
collection errors. The Postal Service eventually altered its proposal and
requested a rate reduction for this mail — but this change took place more than

60 days after the initial request was submitted. Thus, mailers may wish to
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comment on: {1) how much public participation should be permissible when large
rate increases are involved; and (2) whether a 60-day written-submissions-only
case will provide meaningful participation.

GUARANTEEING POSTAL SERVICE TRANSPARENCY

Lastly, | cannot overemphasize the importance of ensuring that a reformed
Postal Service become financially transparent, as the President's Commission
recommends. In the PRC’s view, establishing a financially transparent Postal
Service is essential to assuring that it will function as a successful, performance-
driven public service in the future.

The President’'s Commission report envisions “a healthy and efficient
Postal Service that consistently operates at a high standard of excellence and
delivers service quality, productivity and performance on a par with the nation’s
leading corporations.” (Report at 36.) As the Commission also recognizes,
assurance of financial transparency provides the essential framework for public
confidence in the empowered managers and strong Board of Directors charged
with achieving this vision. This is because timely, detailed and verifiable financial
data will serve as a principal resource for documenting the Postal Service's
business performance.

Furthermore, financial transparency — in the form of immediately
accessible basic data about Postal Service finances and operations — will be an
indispensable tool for implementing effective oversight of a transformed Postal
Service.

The President’'s Commission recommends strong regulatory oversight
performed with extreme expedition; in the case of ratemaking for non-competitive
postal products, it recommends that all final determinations be rendered within 60
days. The availability of highly detailed, frequently-updated cost and other
financial data are a practical imperative for conducting meaningful regulatory
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review of both proposed rate changes and complaints within the recommended
timeframe.

The regulator's ability to perform the functions envisioned by the
President's Commission will depend critically on the availability of adequately
detailed data to enable informed expeditious review. This could encompass both
information the Postal Service has on hand for its own operational purposes and
other specialized data necessary for regulatory review. For this reason, it is the
PRC's view that the regulator should be vested with authority not only to compel
the production of information already prepared by the Postal Service (i.e.,
subpoena power), but also to compel the collection and reporting of additional
data reasonably required to perform its regulatory functions.

On January 6, 2004 the Chairman of the Postal Service’s Board of
Governors reported significant progress in ongoing efforts to enhance the Postal
Service's financial reporting, and announced an intention to voluntarily release
additional information consistent with applicable Securities and Exchange
Commission reporting requirements. | commend Chairman Fineman, and the
Postal Service as an institution, for this initiative, and encourage them to continue
their efforts to increase the Service’s financial transparency. Further, in
deliberating on postal reform legislation, | urge Congress to consider adoption of
provisions that would require the Postal Service to continue to make progress on
implementing financial and operational transparency.

Mr. Chairman, thank you for the opportunity to present my views on the
Administration’s recommendations regarding the principles of postal reform. |

would be pleased to answer any questions.
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Mr. McHUGH. And I would be remiss if I didn’t know you were
joined by two of your current colleagues, Tony Hammond and Dana
Covington, seated behind you, also members of the Rate Commis-
sion. As you were giving this—and by the way, he did summarize;
this was a 14-page written statement, I know, I have seen it, and
I appreciate that. But as you were going through those, I couldn’t
help but wonder if Ed Gleiman would agree with you, and I am
watching to see if the former chairman of the PRC nodded or did
anything. He is stone cold. He gave no indication at all. So I will
have to talk to him directly about it. But I appreciate your com-
ments.

Last, and certainly not least, a gentleman who, as I said, is no
stranger to this Hill let alone this committee, particularly the
former subcommittee and now panel, and his organization has been
absolutely outstanding in providing the Congress with dispassion-
ate, sometimes very cold and hard facts, but cold and hard facts we
absolutely need. And our efforts with respect to postal reform
would have been far less revealing and helpful had it not been for
the input of his good people and under his leadership. And we are
looking forward today to the comments and the appearance once
again of the Comptroller General of the United States, the Honor-
able David Walker. David, welcome.

STATEMENT OF DAVID M. WALKER, COMPTROLLER GENERAL
OF THE UNITED STATES

Mr. WALKER. Thank you, Mr. Chairman and members of the spe-
cial committee. It is a pleasure to be before you to talk about postal
reform and transformation.

GAO believes that comprehensive postal reform is necessary. As
you know, Mr. Chairman, we put postal transformation on our
high-risk list in 2001, and the reason we did that was because we
believed that the current postal business model is not sustainable
in the 21st century. We were pleased that the President appointed
a special commission, which we had recommended, and that the
Commission agreed with our bottom-line conclusion.

I would also like to note for the record that we believe that much
progress has been made, and there have been many positive devel-
opments under Chairman Fineman’s and Postmaster General Pot-
ter’s leadership during the last 2 years. Those are encouraging de-
velopments. At the same point in time, many, many challenges re-
main. And, clearly, one of the things that has to be done is that
Congress is going to have to help in order to ultimately achieve the
necessary transformation that is required.

We agree with the administration’s five key principles and, I
might add, with the sixth principle that the Postmaster General
just added here that is outlined in their statement. The Commis-
sion’s report provided many valuable insights and recommenda-
tions. We agree with most of them, but not all of them.

One key challenge for the Congress in developing postal reform
legislation is to draw clear distinctions among those areas involving
public policy issues where statutory guidance would be appropriate
versus those areas that should be the purview of a regulatory body
and those that should be within the authority of postal manage-
ment and its governing body. One clear example of this has to do
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with the public policy issue that Congress needs to address dealing
with defining the appropriate mission and role for the Postal Serv-
ice in the 21st century, including how universal, affordable Postal
Service should be defined given 21st century realities.

Where the distinction between regulatory, management and the
Board’s responsibilities should be drawn is a more difficult and
controversial issue, but a necessary undertaking. Although we have
not taken a position on the proposed price cap system or any par-
ticular rate-setting model, I do have some thoughts on one possible
approach to this if you would like to address it in a Q and A ses-
sion.

In the governance area, we share the concerns raised by the
Postal Service regarding the Presidential Commission’s rec-
ommendations on the appointment process for Board members.
Namely, that the proposed process could result in the politicization
of the Board.

Transparency is key to ensuring appropriate accountability in
any area, including the Postal Service. In this regard, the regu-
latory body can play an important role in ensuring adequate finan-
cial and performance reporting, cost allocation, and data collection.
Postal management does need additional flexibility to meet its
transformation objectives by implementing best practices to achieve
cost savings and efficiency gains, many examples of which were
suggested by the Presidential Commission.

One area where the Service has indicated a need for additional
flexibility, and we agree, is rationalizing its infrastructure and
work force. At the same point in time, they have disagreed with the
idea of creating a special commission, such as a BRAC-type com-
mission, for rationalizing its infrastructure. That was rec-
ommended by the President’s Commission as well as by GAO as
one possible alternative. If the Postal Service wants to do this on
its own, we believe it is imperative that there be a comprehensive
and transparent plan for rationalizing the infrastructure and the
workforce, as well as policies and procedures. While much can be
done and has been accomplished during the last few years without
such a comprehensive and transparent plan, we believe the heavy
lifting will not be able to be done without such a comprehensive or
transparent plan.

In the human capital area, we believe that Congress has a rare
opportunity to address several key issues, including who should
have the responsibility for military service pension costs, funding
issues relating to the Service’s pension and retiree health obliga-
tions, as well as the escrow fund that was established last year as
part of pension legislation. The Service has made some very good
points regarding the need to make changes in its workers’ com-
pensation benefits as well. Another difficult issue that needs to be
addressed is the issue of pay comparability, where we suggest that
some additional statutory guidance in this area might be in order.
Regarding the Service’s retiree health benefits, we are pleased that
the Service has proposed prefunding some of its retiree health ben-
efits obligation. In our view, this approach represents a better bal-
ancing of interests between current and future ratepayers, given
the demographic profile of the Service. We do have some concerns
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about how it would be implemented, but conceptually we think it
has merit.

Finally, we applaud Chairman Fineman’s emphasis on improved
financial transparency, but we also agree with the Treasury De-
partment that serious consideration should be given to the proper
accounting and reporting of retiree health obligations in the Postal
Service’s financial statements. In summary, comprehensive pension
reform is necessary. Such reform should be designed to attain a
modern, effective, and sustainable business model for the Postal
Service. It needs to provide reasonable flexibility to management,
appropriate transparency to the public, and adequate accountabil-
ity for all parties involved.

And the last thing, Mr. Chairman, I think it is important to note
that while nobody likes rate increases, we should not measure suc-
cess in the Postal Service by how long we are able to delay rate
increases. Some rate increases are inevitable. In fact, delaying rate
increases in certain circumstances may be imprudent in light of the
demographic profile of the Postal Service. If the result of a delay
is to preposition more significant and dramatic rate increases in
the future in the face of increasing competition, that is not nec-
essarily success. And so I think that we have to recognize that
there 1s a balancing of interests that has to occur and that ulti-
mately achieving a universal, affordable Postal Service that is sus-
tainable is of critical importance.

Thank you, Mr. Chairman.

Mr. McHUGH. Thank you, General Walker.

[The prepared statement of Mr. Walker follows:]
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Key postal reform issues that need to be addressed are:

The Service’s Mission and Role as a Self-Financing Federal Entity

The Service has a broadly defined mission that enables it to engage in
unprofitable and costly endeavors. In our view, the time has come for Congress
to clarify the Service’s core mission and ensure continuity across changes in its
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implements best practices witha
governing body equipped to meet
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transparency of timely and
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Aexibility for the Service to meet
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Key issues include what should be the scope of the postal
monopoly, and should the Service retain its regulatory functions.

Gov T ency, and A tability M

Better governance, transparency, and accountability mechanisms are needed.
Qualification requirements are too general to ensure that board appointees have
the experience needed to oversee a large business-like operation. Enhanced

tr y and acce y hanisms are also needed for financial and
performance information, such as reporting requirements.

Flexibilities and Independent Oversight

The Service needs additional flexibilities so it can generate needed revenues,
contain costs, and provide quality service. Major changes to the rate-setting
structure are needed to enhance ﬂexxbxmy‘ encourage gmater cost allocation,
provide better cost data, and str h o . Also, current
legal and other constraints serve to limit the Semce s abllny to rationalize its
infrastructure and workforce, including closing unnecessary post offices.

Human Capital Reforms, Including Pension, Benefit, and Escrow Issues
OQuistanding human capital issues include the Service's responsibility for
pension costs related to military service, funding the Service's significant
obligations for retiree health benefits, and determining what action to take on
the escrow account established as a result of the enactment of P.L. 108-18. Other
key areas for reform include workers’ compensation and pay comparability.

United States General Accounting Office
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Chairman McHugh and Members of the Special Panel:

I am pleased to be here today to participate in this hearing on postal
reform. In my testimony today, I will focus on (1) the need for postal
reform and (2) key areas for comprehensive postal reform. Reeently, the
U.S. Postal Service (the Service) has gained some financial breathing room
primarily because legislation enacted in April 2003 (P.L. 108-18)' has
reduced the Service's payments for its pension obligations. The Service's
net income in fiscal year 2003 was a record $3.9 billion, of which about $3
billion was the result of this legislation. In addition, the Service reported
that it has made notable progress in its cost-cutting efforts. In fiscal year
2003, the Service downsized its workforce by 27,000 employees, increased
its productivity for a record fourth consecutive year, and achieved $1.1
billion in cost reductions. As a result, the Service reduced its debt by $3.8
billion in fiscal year 2003 to $7.3 billion at the end of the fiscal year. The
Service also maintained high levels of customer satisfaction and timely
delivery of collection-box First-Class Mail, setting new records in each of
these areas. The Service is justifiably proud of these achievements.

However, as the Service has recognized, its respite is likely to be short-
lived, given increasing competition and the Service’s formidable financial,
operational, and human capital challenges. As the President’s Commission
on the United States Postal Service (the presidential commission) noted,
the nation’s communications, technology, and delivery markets have seen
vast changes since the Service was created by the Postal Reorganization
Act of 1870.” New types of electronic communications include the use of e-
mail, wireless technology, and electronic bill payment services. These
technological advances appear to have placed First-Class Mail volume in
the early stages of a long-term decline. In addition, the Service faces
increased competition from private delivery companies, some of which
have established national ground delivery systems and a national network
of retail facilities. In this new environrnent, unless the Service’s operating
expenses can be reduced correspondingly, with a rightsizing of both its
infrastructure and workforce, it is questionable whether affordable

"The Postal Civil Service Retirement System Funding Reform Act of 2003, Pub, L. No. 108-
18, 117 Stat. 624.

*president’s Conwmission on the United States Postal Service, Embracing the Future:
Making the Tough Choices to Preserve Universal Mail Service (Washington, D.C.: July 31,
).
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universal mail service can be sustained over the long term with a self-
financing public institution.

Recent developments strengthen our view that enactment of postal reform
legislation is urgently needed so that the Service can achieve a successful
transformation to modernize itself and continue as a viable provider of
universal postal service in the 21st century. To summarize:

«  Declining mail volume: Total mail volume declined in fiscal year 2003
for the third year in a row—a historical first for the Service, which has
depended on rising mail volume to help cover rising costs and mitigate
rate increases. First-Class Mail volume declined by a record 3.2 percent
in fiscal year 2003 and is projected to decline annually for the
foreseeable future. This trend is particularly significant because First-
Class Mail covers more than two-thirds of the Service’s institutional
costs.

+ Changes in the mail miz: The Service's mail mix is changing with
declining volume for high-margin products, such as First-Class Mail,
and increasing volume of lower-margin products, such as some types of
Standard Mail. These ch reduce r ilable (contribution)
to cover the Service’s institutional costs.

» Increased compelition from private delivery companies: Private
delivery companies dorinate the market for parcels greater than 2
pounds and appear to be making inroads into the market for small
parcels. Priority Mail volume fell 13.9 percent in fiscal year 2003 and
over the last 3 years has declined nearly 30 percent. Once a highly
profitable growth product for the Service, Priority Mail volume is
declining as the highly competitive parcel market turns to lower-priced
ground shipment alternatives. Express Mail volume is declining for the
same reason. In addition, United Parcel Service (UPS) and FedEx have
established national networks of retail facilities through UPS’s
acquisition of MailBoxes Etc., now called UPS Stores, and FedEx's
recent acquisition of Kinko's.

«  Subpar revenue growth: The Service’s revenues are budgeted for zero
growth in fiscal year 2004, which would be the first year since postal
reorganization that postal revenues have failed to increase. However,
as the Service has recognized, even the zero-growth target will be
challenging. In the absence of revenue growth generated by increasing
volume, the Service must rely more heavily on rate increases to cover
rising costs and help finance capital investment needs.
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»  Declining capital investment: The Service's capital cash outlays
declined from $3.3 billion in fiscal year 2000 to $1.3 billion in fiscal year
2003, which was the lowest level since fiscal year 1986, and far below
the level of the late 1990s, when the Service spent more than $3 billion
annually. Capital cash outlays are budgeted to increase to $2.4 billion in
fiscal year 2004, but this level may not be sufficient to enable the
Service to fully fund its capital investment needs. In the longer term, it
is unclear what the Service’s needs will be to maintain and modernize
its physical infrastructure, as well as how these needs will be funded.

+ R d difficulties in sub ially improving postal productivity:
The Service's productivity increased by 1.8 percent in fiscal year 2003
but is estimated to increase by only 0.4 percent in fiscal year 2004. In
the absence of mail volume growth, substantial productivity increases
will be required to help cover cost increases generated by rising wages
and benefit costs and to mitigate rate increases.

»  Significant financial Labilities and obligations: Despite the passage
of legislation that reduced the Service's pension obligations, the
Service has about $88 billion to $98 billion in liabilities and obligations
that include $47 billion to $57 billion in unfunded retiree health
benefits. Under the current pay-as-you go system, the Service may have
difficulty financing its retiree health benefits obligation in the future if
mail volume trends continue to impact revenues while costs in this
area continue to rise. The Service has recently proposed two options to
Congress so the Service could prefund this obligation to the extent that
it is financially able.

«  Uncertain funding for emergency preparedness: The Service
requested $350 million for emergency preparedness for fiscal year 2004,
which it did not receive, and $779 million for fiscal year 2005. If the
money is not appropriated, funding for this purpose may have to be
built into postal rates.

»  Challenges to achieve sufficient cost cutting: The Service achieved
additional cost cutting to compensate for below-budget revenues in
fiscal year 2003. Despite this progress, in the longer term it is unclear
whether continued cost-cutting efforts can offset declines in First-Class
Mail volume without impacting the quality of service.

Inview of the Service's continuing financial, operational, and human
capital challenges, as well as trends that increase the urgency of making
rapid progress in transforming its organization, we believe that Congress
should enact comprehensive postal reform legislation that includes the
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Service’s overall statutory framework, resolution of issues regarding the
Service’s pension and retiree health benefits obligations, and whether
there is a continued need for an escrow account. We are pleased that the
administration has engaged with Congress and other stakeholders on
these important issues, and agree with the administration’s principles for
postal reform.’ We also believe that the findings and recommendations of
the presidential commission’s report made a valuable contribution to
assist Congress, the administration, the Service, and other stakeholders in
considering the actions needed to transform the Service to a more high-
performing, results-oriented, transparent, and accountable organization.
My testimony, based on our prior reports and testimonies® and our
continuing work in this area,” will address the need for postal reform and
the key areas for comprehensive postal reform, including

+ clarifying the Service's mission and role by defining the scope of
universal service and the postal monopoly and clarifying the role of the
Service in regard to competition;

« enhancing governance, transparency, and accountability by delineating
public policy, operational, and regulatory responsibilities, as well as
defining appropriate transparency and accountability mechanisms;

+ improving flexibilities and oversight by balancing increased postal
flexibility with an appropriate level of independent oversight and
addressing selected legal and other constraints that limit the Service’s

“httpj/www,treas.gov/ press/releases/js1044. htm.

*US. General Accounting Office, U.S. Postal Service: Bold Action Needed to Continue
Progress on Postal Transformation, GAO-04-108T (Washington, D.C.: Nov. 5, 2008); U/.S.
Postal Service: Key Postal Transformation Issues, GAO-03-812T {Washington, D.C.: May
28, 2003); Major Management Challenges and Program Risks: U.S. Postal Service,
GAO-03-118 (Washington, D.C.: January 2003); U.S. Postal Service: Moving Forward on
Financiol and Transformation Chall GAO-02-604T (° i D.C.: May 13,
2002); U.S. Postal Service: Deteriorating Financial Outlook Increases Need for
Transformation, GAQ-02-355 (Washington, D.C.: Feb. 28, 2002); U/.S. Postai Service:
Financial Outlook and Transformation Challenge; GAO-01-733T (Washington, D.C.: May
15, 2001); and U.S. Postal Service: Transformation Challenges Present Significant Risks,
GAD-01-598T (Weshington, D.C.: Apr. 4, 2001).

*We did not independently verify any Postal Service data, although data from its financial
statements were audited by an independent auditor. Some other data, such as data on mail
volumes and costs, were produced by data systems that have been reviewed by the Postal
Rate C: ission, by icipating in rate cases, and by the 1999 Data Quality
Study. See A'T. Kearney, Date Quality Study (Alexandria, Virginia: Apr. 16, 1999).
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ability to rationalize its infrastructure and workforce; and

+ making needed human capital reforms such as determining the
Service's responsibility for pension costs related to military service,
funding retiree health benefits, and determining what action to take on
the escrow account established in recent pension legislation, deciding
whether postal workers’ compensation benefits should be on par with
those in the private sector, and clarifying pay coraparability standards.

The Need for
Comprehensive Postal
Reform Legislation

Qur conviction, shared by the presidential commission, the Service, the
administration, and others, is that postal reform is needed. The status quo
has not produced satisfactory results and the temporary surpluses
generated by P.L. 108-18 are unsustainable. Incremental steps toward
postal transformation cannot resolve the fundamental and systemic issues
associated with the Service's current business model. The Service's long-
term financial challenges remain, and, accordingly, the Service’s long-term
outlook and transformation efforts remain on our High-Risk List.
Fundamental changes will need to be made to the Service’s business
model, and the legal and regulatory framework that supports it, to help
assure the Service’s long-term financial viability. Now that the presidential
commission has finished its work, the time has come for Congress to act.
Structural issues contributing to the need for postal reform include the
following:

»  Uncertain financial future: The Service is intended to be self-
supporting through postal revenues. However, as the presidential
commission noted, even after recent statutory changes reduced the
Service’s unfunded liability for Civil Service Retirement System (CSRS)
pension benefits, the Service has accumulated over $85 billion in
financial liabilities and obligations over the past three decades. These
liabilities and obligations include large unfunded obligations for retiree
health benefits, workers’ compensation liabilities, remaining pension
obligations, and debt. Given the Service's demographics and current
health care trends, the costs and obligations related to retiree health
benefits are expected to continue rising at a rapid rate, These growing
obligations will increase financial pressure on the Service at a time
when revenues from First-Class Mail are expected to continue to
decline.

«  Difficulty financing capital needs: In recent years, as the Service's
debt level neared its $15 billion cap, the Service found it problematic {o
obtain adequate financing for capital needs and thus curtailed capital
spending. Recently enacted pension legislation has resulted in an
increase in cash flow, and the Service plans to increase capital
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spending for fiscal year 2004. However, in the longer term, it may be
difficult for the Service to obtain adequate funds to address its capital
needs, including modernizing its aging network of postal facilities,
without significantly increasing rates or debt. An additional potential
source of funding is the disposition of surplus real estate, because the
Service is allowed by law to retain all revenues received from the
disposition of postal assets. Although the current market value of the
Service's portfolio is unknown, its book value is approximately $15
biltion.

»  Limited incentives for success: The current legal framework, which
was designed to help the Service fulfill universal service mandates,
does not provide the same types of incentives that apply to the private
sector. Under the statutory break-even mandate and postal monopoly,
the Service does not have the profit motive or direct competition (in
letter mail) like the private sector does. In addition, the rate-setting
structure has allowed the Service to cover rising costs by increasing
rates. Moreover, whatever cost reductions the Service achieves in one
rate cycle are used to reset the estimated costs that the Service is to
recover in the next rate cycle, limiting incentives for cutting costs and
improving productivity. In this regard, a limited retained earnings
provision could enable the Service and its employees to benefit from
whatever cost reductions are achieved.

Despite the above, the Service has achieved success in reducing total work
hours and downsizing its workforce by over 74,000 employees over the
past 3 fiscal years, which has helped the Service contain its costs.
However, cost cutting is likely to achieve diminishing returns under the
current structure, which restricts the Service's flexibility and provides
limited incentives. Thus, postal reform is needed to enhance incentives
and enable the Service to achieve major advances in postal productivity
and continued cost reductions. Such advances may be achieved through
continuing automation as well as realignment of the Service's processing
and retail networks.

As previously noted, the likelihood of declining First-Class Mail volume is
another key impetus for postal reform. Its rate of growth has been in long-
term decline since the 1980s. First-Class Mail can be divided into two
categories that are both declining in volume: (1) single-piece mail, such as
letters, which is sent at the rate of 37 cents plus 23 cents for each
additional ounce; and (2) bulk mail, which receives discounts for
worksharing activities performed by mailers (see fig. 1). The single-piece
ruail includes remittance mail, which is impacted by diversion to other
forms of payment, such as automatic deductions from bank accounts,
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automatic charges to credit cards, and other electronic payments. The
bulk mail includes mailings of bills and statements, and advertising mail.
Single-piece First-Class Mail volume declined by a record 5.4 percent in
fiscal year 2003, while bulk First-Class Mail volure declined by 1
percent—the first such decline since worksharing discounts were
implemented in fiscal year 1976,

——
Figure 1: First-Class Mail Volume Growth, Fiscal Years 1984 through 2003
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First-Class Mail generates more than half of the Service’s revenue and
covers more than two-thirds of its institutional costs. Standard Mail
volume is growing, but it makes a smaller per-piece contribution than
First-Class Mail and its volume is considered more price sensitive to rate
increases. Parcel Post volume is also growing, but not enough to offset
declines in Priority Mail. Periodicals mail is priced at cost, and other
sources of Service revenue make a relatively small contribution to its
institutional costs. Thus, the loss of contribution from declining First-Class
Mail volume is difficult to recover from other classes of mail.

Looking ahead, a report prepared for the presidential commission found
that growth in electronic payments is likely to be an important factor in its
forecast of gradual declines in First-Class Mail volume.® The rapid

"Institute for the Future, Two Scenarios of Puture Mail Volumes: 2003-2017, prepared for
the President’s Commission on the United States Postat Service (Palo Alto, California: May
2003).
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diffusion of computer, Internet, and broadband technologies has led to
high adoption rates among those with high levels of income and
education—the same groups that send and receive a disproportionate
share of First-Class Mail. These trends point to the strong potential for
further diversion. Raising postal rates to offset this trend may provide an
immediate boost to the Service’s revenues, but over the longer term will
likely accelerate the transition of mailed communications and payments to
electronic alternatives, including the Internet.

If the Service's core business of First-Class Mail continues to decline, it
will face the formidable challenge of maintaining affordable universal
postal service by growing revenues, significantly cutting costs, or reducing
service standards, In order to achieve net cost savings, the Service's cost-
cutting efforts must currently offset billions of dollars in annual cost
increases for general wage increases, cost-of-living adjustments, and rising
beneflts costs, particularly in health insurance premiuras, as well as
infrastructure and workforce costs associated with having to deliver mail
to over 1.5 million new addresses every year. Thus, maintaining the quality
and affordability of postal services would likely require dramatic
improvement in the Service's efficiency. In order to do so, the Service will
need to become a much leaner and more flexible organization and
rightsize its processing and retail networks and its workforce.

More significant and frequent rate hikes are also likely to be needed to
cover the costs of benefits that are being earned by current employees and
financed under existing cash-based accounting and rate-setting methods.
One of the key reform challenges facing Congress and the Service is the
funding of the Service's financial liabilities and obligations, including
unfunded retiree health benefits, workers' coropensation benefits, and
Civil Service Retirement System (CSRS) pension obligations. Although
recent legislation addressed how the Service will cover its CSRS pension
obligations over a 40-year period, the Service continues fo make miniraum
payments for the other obligations, which are currently financed on a pay-
as-you go basis. Based on known demographic trends, the Service's
payments on its retirees’ health insurance premiums are expected to
continue rising until about 2040.

Congress is currently reviewing the Service's retirement-related
obligations. We believe that if would be prudent for the Service to address
the unfunded obligations today, in a manner that is fair and balanced for
both current and future ratepayers. In response to the requirement in the
Postal Civil Service Retirement System Funding Reform Act of 2003
(P.1.108-18) that the Service report on how it proposes to use the pension
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“savings” resulting from the act, the Service proposed to prefund at least a
portion of its retiree health benefits obligation. We found that although
this proposal would result in marginally higher postal rate increases, at
Jeast in the short term, it strikes a reasonable and equitable balance
between current and future ratepayers, and addressed one of the Service's
substantial future obligations. On a related matter, we recomimended that
Congress repeal the escrow requirement established by P.L. 108-18 after
receiving an acceptable plan from the Service describing how it intends to
rationalize its infrastructure and workforce and is confident that the
Service is making satisfactory progress on transforming itself into a more
efficient organization and implementing its other transformation goals.”
This recommendation and related considerations, including responsibility
for military service pension costs, are discussed further in this statement.
Taken together, consideration of the escrow requirement, postal reform,
and the Service’s retiree health benefits obligation represents a rare
opportunity to address the Service’s long-term financial viability.

Major Elements
Needed for
Comprehensive Postal
Reform

We and the presidential commission have reported that universal postal
service is at risk and that reform is needed to minimize the risk of a
significant taxpayer bailout or dramatic and more frequent postal rate
increases. We have testified that Congress should enact comprehensive
postal reform legislation that would clarify the Service’s mission and role;
enhance its governance, transparency, and accountability; balance
enhanced flexibility and oversight to improve regulation of postal rates;
help to ensure the rationalization of the Service's infrastructure and
workforce; and make needed human capital reforms. The administration
has also supported postal reform and outlined guiding principles to ensure
that the Service: implements best practices with a governing body
equipped to meet the responsibilities and objectives of an enterprise of its
size and scope; enhances transparency of timely and accurate data on
postal costs and performance; provides greater flexibility for the Service
to meet its obligations to customers in a dynamic marketplace; ensures
additional accountability through appropriate independent oversight; and
keeps the Service financially self-sufficient, covering all of its obligations.
In the following sections of this testimony, I discuss comprehensive postal
reform in light of these prineiples.

"U.8. General Accounting Office, Postal Pension Funding Reform: [ssues Related to the
Postal Service's Proposed Use of Pension Savings, GAD-04-238 (Washington, D.C.: Nov. 26,
2003).
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Postal Service Mission and
Role Need Clarification

It is important for Congress to consider how best to clarify the mission
and role of the Postal Service as part of a fundamental reexamination of
the role of the federal government in the 21st century. As the presidential
comumission recognized, the nation’s postal laws that established the
Service in the early 1970s did not envision the challenge of setting
appropriate boundaries on the Service’s commercial activities and
maintaining fair competition between the Service and the private sector.
These issues need to be addressed because the Service has repeatediy
strayed from its core mission. We have reported on the Service’s money-
losing initiatives in electronic conumerce and remittance processing,
among other things.® The Service's ill-fated ventures were also questioned
by some postal stakeholders as unfair competition, since they were cross-
subsidized by a tax-exempt entity that is also exempt from many laws and
regulations governing the private sector. Further, such ventures have
raised the fundamental issue of why the federal government is becoming
involved in areas that are well served by the private sector, Although the
current Postmaster General has appropriately focused on the Service's
core business of delivering the mail and sharply curtailed its nonpostal
initiatives, the presidential commission recommended codifying this
policy. In our view, the time has come for Congress to clarify the Service's
core mission and ensure continuity across ch in postal

Key questions in this area include the following:

« How should universal postal service be defined in the 21st century?

+ Should the Service be allowed to compete in areas where there are
private-sector providers? If so, in what areas and on what termis? What
taws shouwld be applied equally to the Service and to its competitors?

+ Should the Service’s competitive products and services be subject to
antitrust and general competition-related laws? Should they be subject
to consumer protection laws?

» Should the Service retain its regulatory responsibilities and law
enforcement functions?

5U.8. General Accounting Office, U.S. Postal Service: Update on E-Commerce Activities
and Privacy Prolections, GAOA2-7% (Washington, D.C.: Dec. 21, 2601); U.S. Postat Service:
Postal Activities and Lows Related to Electronic Commerce, GAG/GGD-00-188
{Washington, D.C.: Sept. 7, 2000); and U.S. Postal Service: Development and Inventory of
New Products, GAO/GGD-99-15 (Washington, D.C.: Nov. 24, 1998).
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On a related issue, the Service's current statutory monopoly on the
delivery of letter mail and its monopoly over access to mailboxes have
historically been justified as necessary for the preservation of universal
service." However, questions have been raised regarding whether these
restrictions continue to be needed; and if so, to what extent and whether
the Service should be able to define their scope. Narrowing or eliminating
the monopoly could increase consumer choice and provide incentives for
the Service to become more effective and efficient. For example, in the
competitive parcel market, FedEx has expanded its role in delivering
residential parcels and UPS has shortened its guaranteed transit time on
ground shipments traveling to some of the country’s biggest metropolitan
areas.

Another issue is whether the Service, as a commercial competitor in the
overnight and parcel delivery markets, should have the authority to
regulate the scope of competition in these areas.” The presidential

o ission has recc ded separating these functions so that the
Postal Service cannot define and regulate the scope of its own monopoly.
As the presidential commission noted, it is a fundamental premise of
American justice that parties that administer laws should not have a
financial interest in the outcome. Questions relating to the postal
monopoly include the following:

+ Is a government monopoly needed to enable affordable universal postal
service, especially if such service is provided at uniform rates? If so,
what scope of monopoly is needed?

« Should the Service continue to have the power to define and regulate
its own statutory reonopoly, including use of the suspension process?

» Should a regulatory body have authority to redefine and narrow the
postal monopoly and the mailbox monopoly? If so, should a clear
statement of congressional intent be provided to guide regulatory
decisions, or should the regulator have unfettered discretion to

*U.S. General Accounting Office, U.S. Postal Service: Information about Restrictions on
Mailbox Access, GAO/GGD-97-85 (Washington, D.C.: May 30, 1997).

The Service has used its regulatory power to further define the scope of the statutory

ly b ing the for urgent letters and outbound international mail.
‘The Service has also defined the scope of its monopoly by issuing regulations that define a
“letter” for the purposes of enforcing the statute (39 C.F.R. § 310.1{(a)) as well as
¢ i ifying access to mat (Domestic Mail Manual, D041 and P811.2.2).
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consider options to expand or contract the Service’s monopoly? What
principles should guide the process, and what key players should be
involved?

+ Similarly, should the regulator be able to consider opening up access to
the mailbox? If so, under what circurnstances? Would it be cost
effective for private delivery companies to deliver items to mailboxes if
individuals could veto access and redefine mailbox access as the
delivery companies move from one home to another?

» Should any regulatory decisions be governed by process requirements
to enable stakeholder input? Should such processes facilitate
congressional review of any changes, as is the case for some other
types of communications regulated by the federal government?

The Need for Enhanced
Governance, Transparency,
and Accountability
Mechanisms

Governance Issues

In our view, the Service must have greater flexibility to operate ina
businesslike fashion, but with this latitude comes the need for enhanced
governance, transparency, and accountability mechanisms. Managerial
accountability must come from the top, with the Service governed by a
strong, well-qualified corporate-style board that holds its officers
responsible and accountable for achieving real results both currently and
over time. In addition, despite recent improvements, we continue to be
concerned that additional transparency mechani be impl ed to
enhance the Service's accountability for financial and performance results.

If the Service is to successfully operate in a more competitive
environment, the role and structure of a private-sector board of directors
may be an appropriate guide for governance. Having a well qualified,
independent, adequately resourced, and accountable board is critical for a
major federal institution with annual revenues approaching $70 billion and
almost 830,000 employees at the end of fiscal year 2003. We agree with the
presidential commission that the Service's legacy governance structure is
increasingly at odds with its mission in the modern environment and that
the Service’s governing structure needs to consist of members with the
requisite knowledge and experience. In this regard, one issue is what
statutory gualification requirements are appropriate for the board to
ensure that it has the kind of expertise necessary to oversee a major
government business.

Another major issue is whether the Service should be held more directly

accountable for its performance, and if so, to what extent, to whom, and
with what mechanisms. Specifically, how should the Service's governing
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Enhancing Transparency and
Accountability of Financial and
Performance Information

board, along with top management, be held accountable? The presidential
commission recommended that the Postal Rate Commission (PRC) be
replaced with a newly created regulatory board endowed with broad
public policy responsibilities as well as broad mandates and authority for
accountability and oversight. These recommendations raise fundamental
questions, including the following:

+ Who should make certain public policy decisions regarding the Postal
Service—the Service, an independent regulator, or Congress?

«  What accountability should apply to a monopoly provider of vital
postal services that also is a major competitor in the communications
and delivery marketplace?

« How should the Service be held accountable if it remains an
independent establishment of the executive branch?

¢ To what extent can the Service be accountable to Congress and the
executive branch without being subject to undue political control?

+ To what extent should a regulatory body exercise accountability? For
what purpose? With what authority? How should it be structured to
preserve its independence from political manipulation and minimize
the risk of regulatory capture?

¢ What statutory guidance and constraints should apply to regulatory
actions, including due process and recourse to judicial and/or
congressional review?

A key element of postal reform will be the statutory reporting
requirements needed to ensure transparency and accountability of
financiai and performance information. The Service remains a public
institution with a monopoly on providing vital postal services to the
nation. Hence, appropriate transparency is needed so that stakeholders
are well apprised of the Service’s financial situation and performance and
understand how future results may be affected by impending events, so
that changes do not come as a surprise to those responsible for or
impacted by its performance.

The Service has made recent progress in this area, but it recognizes that
further progress should be made. Enhanced transparency will be essential
for stakeholders to better understand the Service’s financial situation and
performance results, conduct independent oversight, and hold
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management accountable.” In addition, enhanced reporting will be even
more critical if the Service obtains greater flexibility to set postal ratesin a
streamlined manner that relies on rapid verification of corpliance. A key
issue is whether statutory change is needed to enhance the level of
transparency that the Service must provide. We were pleased the Service
has recently taken steps to enhance its financial reporting. The Chairman
of the Service's Board of Governors also recently indicated that the
Service would make further enhancements along the lines of some SEC
reporting requirements. In our view, it will be important for Congress to
obtain clarification from the Service on how and when it intends to
develop financial statements and disclosures comparable to those
provided by publicly traded companies. If Congress determines that the
Service's proposed approach is not acceptable or timely, or if the Service
does not fulfill the commitment it makes in this regard, Congress could
consider mandating SEC-type reporting requirements for the Service, or
giving a regulatory body authority in this area.

In addition, there are areas where stakeholders still have little information,
such as the Service’s financial needs for maintaining and modernizing its
infrastructure, and the true market value of the Service’s vast real estate
holdings. Further, we continue to be concerned that the Service does not
communicate its delivery performance for all of its major mail categories,
particularly those covered by its monopoly. The Service’s customers have
aright to know what they are getting for their money, particularly captive
customers with few or no alternatives to using the ma